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PREFACE 


On June 17, 18, and 19, 1959, the AMERICAN MARKETING 
ASSOCIATION held its 42nd national conference in Cleveland, 
Ohio. These Proceedings are the papers presented at this con- 
ference by leaders in marketing thought from our colleges, uni- 
versities and business world. 

The conference theme, Marketing Keys to Profits in the 1960’s, 
reflected the propensity of Americans to take stock of themselves 
at the end of each decade and to do much analyzing, soul searching 
and forecasting regarding the decade ahead. The papers reflected 
the undertone of urgency and, to some extent, the anxiety felt by 
many people. The outpouring of gadgets, machines and materials: 
the return to normalcy of international trade and competition; the 
stimulant of the new St. Lawrence Seaway: and the expected boom 
in new family formation were factors as yet unmeasured and of 
unknown consequence. The participants at the conference acted 
logically enough on the assumption that marketing and increased 
marketing know-how would be required in the years ahead. 

Not only do the papers and discussion reproduced here reflect 
the thinking of the times but they record the state of marketing 
knowledge at the end of the 1950’s and can serve as a bench mark 
for later evaluation of progress in marketing thought. 

The editor of the 42nd national Proceedings is grateful to many 
individuals for their help, particularly to the program participants 
who supplied the manuscripts; the program chairman, Edwin H. 
Sonnecken and his assistants, and the office staff at AMA head- 
quarters, 


Wenzil K. Dolva, Editor 
December, 1959 


Western Reserve University 
Cleveland, Ohio 
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No. 7D ECONOMIC FORECASTING THROUGH CONSUMER SURVEY 
TECHNIQUES 

Chairman: Morris Cohen, National Industrial Conference Board 

Title: ‘‘The Consumer’s Union Survey—The Nature of the Planning 
Process’’ 

Speaker: Thomas Juster, Professor, Amherst College 


Title: ‘Consumer Buying Plans— Performance and Promise’’ 

Speaker: Morris Cohen, National Industrial Conference Board 

Title: ‘‘Measuring Changes in Consumer Psychology’’ 

Speaker: Eva Mueller, Assistant Research Director, Survey Research 
Center, University of Michigan 
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Title: ‘‘What Can We Learn From Consumer Surveys?”’’ 

Speaker: Mona D. Dingle, Chief, Consumer Credit and Finances Section, 
Div. of Research and Statistics, Board of Governors, Federal 
Reserve System 


No. 7E THE RESEARCH MENTALITY AND THE PEOPLE AND PROB- 
LEMS IT DEALS WITH 

Chairman: Donald L. Kanter, Director, Creative Research, Tatham- 
Laird, Inc. 

Panelists: Leo Bogart, Director of Marketing Research, Revlon, Inc. 
Joseph E,. Ratner, Director, Creative and Marketing Services, 
General Mills, Inc. 
Henry O. Whiteside, Vice President, Director of Research, J. 
Walter Thompson Co. 
Dik W. Twedt, Research Development Manager, Leo Burnett 
Co., Inc. 


No. 8 Luncheon—GOVERNMENT AND MARKETING IN THE 1960’S 
Chairman: Wendell R. Smith, Director, Marketing Research and Devel- 
opment, Radio Corporation of America, and President, Amer- 
ican Marketing Association 
Speaker: The Honorable Carl F. Oechsle, Assistant Secretary of Com- 
merce, U. S. Dept. of Commerce 
Title: ‘“‘AMA Comes of Age—After 21 Years, AMA’s Doctrines and 
Members Accepted by American Management’’ 
Speaker: Neil H. Borden, Professor, Harvard Graduate School of Busi- 
ness and Chairman, AMA Executive Advisory Council 
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Part One 


Editor's 


Comments 


AMA CONVENTION PROCEEDINGS 


Editor’s Comments: 


Because of limitations as to the size of this manuscript, many 
of the papers had to be shortened. The Editor attempted to retain 
the thoughts and the words of the authors. It is hoped that in these 
manuscripts the reader will not have lost the flavor of the presen- 
tations. 

Proceedings of the meetings are not a substitute for attendance 
as much of the value of the meetings results from the give and 
take of the question period following formal presentations. This 
material is unavailable for publication and would be extremely 
long and expensive if an attempt were made to include all of the 
discussion. However, proceedings do allow the convention attend- 
ants to get the gist of the discussion of other sessions. 

The Editor wishes to thank the authors’ secretaries who, in 
most cases, made editing easier. A few presentations are omitted 
because the speaker did not submit a manuscript. A stenotyped 
report was available for some of these presentations, but in many 
cases, these were not particularly satisfactory, as the presenta- 
tions tended to be long, sometimes confusing. The major difficulty 
of the Editor’s was attempting to get the gist of these lengthy 
stenotyped reports. 

Special thanks to Marguerite Kent and her staff for all their 
work of publication and proofreading. 


Wenzil K. Dolva, Dean 
School of Business 

Western Reserve University 
Cleveland 6, Ohio 


Part Two 


Intellectual 


Desserts 


MARKETING’S JOB IN THE 1960'S 


J. W. Keener* 


E are living in exciting times. The days and years ahead will 

be much more exciting. For businessmen everywhere there 
will be years of risk, and years of the opportunities that risks 
create. Assuming we can avoid World War III, Marketing’s Job in 
the 1960’s will be among the most exciting, the most risk-filled 
and the most opportunity-filled of all jobs of that decade. 

Having at one time been a teacher of Statistics, and a practi- 
tioner of sorts in the field of Market Research, I am aware and 
leery of the risks of forecasting too far ahead. Too many things 
can happen to upset the best forecasts. For this reason, we in our 
Company do not publicly predict sales and earnings even one year 
ahead. In fact, I found myself on June 5 still trying to predict what 
our May sales had been. 

Nevertheless, we do have to look ahead to the possibilities. 
For our purposes today, there are enough existing facts, and 
enough crystal gazers whose long-range forecasting necks are al- 
ready out on the 1960-70 period so that I can safely proceed with- 
out being saddled with too much blame for those predictions that 
fail. 

My procedure today will be, first, to point out some certain 
changes and some highly probable changes to take place between 
now and 1970. Then we shall analyze these changes in terms of 
their likely impacts on the total marketing picture. 

The first requirement of marketing is people, in their role as 
customers. By 1970. we will have many more people. 1 have found 
predictions of a 1970 USA population ranging all the way from 203 
million to 220 million. A fair and conservative average would be 
210 to 212 million. This would represent an increase of about 
40,000,000 consumers, or 23 per cent over the 171,000,000 popu- 
lation level of 1957. It foretells an increase in total consumption 
in the United States in excess of the present total consumption of 
an England, a France, or a West Germany. 


*J. W. Keener, President, The B. F. Goodrich Company. 
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There are many kinds of people, however, and the kinds of 
people who will compose the USA population in 1970 are important 
to marketing. For one thing, there are male people and female 
people. I certainly hope Providence won’t change that approximate 
50-50 ratio that we have come to depend on so much. There are 
also older people, middle-aged people and young people. These 
age differences have a direct and forceful impact on marketing. 

What will changes in age distribution of our population be by 
1970? What age groups will dominate in population growth? Round 
number averages of U. S. Census estimates of population growth 
to 1970 would run about like this: 

From 20 to 21 millions of our total population increase of 
40,000,000—over half—will still be under age 20 by 1970. The in- 
crease in this under-20 age group will be about 32 per cent—al- 
most a third. The years of reproduction and family building— 
roughly ages 20 to 39—will show a population growth of about 
seven million, or 15 per cent. The years we might designate as 
those of property accumulation and security building—ages 40 to 
59—will show a population increase of six million, also up about 
15 per cent. The years of tapering off and retirement—ages 60 
and up—will evidence a population increase of about six and one- 
half million, or about 30 per cent. 

Thus, of the 40,000,000 total population increase from 1957 to 
1970, about 27 million, or two-thirds, will occur among the young- 
est and the oldest age groups. This is the dominant fact about 
numbers of people to Marketing in the 1960’s. 

After looking at people by age groups, Marketing’s interests 
turn to the levels of their total needs and wants. Those of us who 
have wives and children have plenty of evidence that there is no 
measurable limit to some people’s needs and wants. Market Re- 
search has taught us, however, that there is a fairly direct corre- 
lation between educational levels and levels of human wants. 

I think we may take it as certain that the growing emphasis on 
education from grade school through college and graduate school 
will continue to accelerate. It has been estimated by FORTUNE 
MAGAZINE that, by 1970, nearly one-third of all household heads 
may be college graduates. FORTUNE was assuming that those 
household heads would be husbands instead of wives. Regardless 
of that contingency, however, the level of the average individual’s 
presumed needs and wants will be considerably higher than today 
because of the average higher level of education, as well as for 
other reasons. 

Needs and wants do not create large markets unless there are 
products in sufficient volume. As measured by Gross National 
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Product, conservative estimates place the 1970 level of output at 
about $650 billion in constant 1957 dollars. Some estimates go as 
high as $750 billion and above. Even at a $650 billion level, the 
anticipated percentage increase in physical output of total goods 
and services would be about 50 per cent above 1957-58 levels. 
Fifty per cent more goods and services for 23 per cent more peo- 
ple would indicate an increase in total real income on the order of 
two per cent a year. 

To get this large potential volume of added goods and services 
distributed will require that elusive and fleeting ingredient— 
money! This will be generated in the form of incomes, personal 
and business, developed from the enlarged production and com- 
mercial activities of our economy. In terms of the major income 
recipient groups, such total income will consist of taxes collected 
from the economy by governments, of the retained earnings of 
business establishments, and of the disposable incomes of con- 
sumers. 

True to past form, it is expected that governments’ appetites 
for taxes and spending will continue to increase at faster rates 
than GNP or National income. The need of industry and agricul- 
ture to secure a 50 per cent increase in physical output over a 
period when the working age population—ages 20 to 59—is growing 
by only 15 per cent can only be met by stepped-up mechanization 
and automation. This will require large capital expenditures by 
business, financed with their retained earnings, and with new in- 
vestment from national savings. 

With government and business both likely to account for more 
than their present shares of our national income, the remaining 
major income category—disposable consumer income—will prob- 
ably increase at a slower rate than GNP. But the total sum of dis- 
posable incomes should still be up on the order of 45 per cent or 
more by 1970. This would be an increase in real terms of about 
twice the estimated 23 per cent increase in population. Thus, 
total real disposable income should be up by more than one and 
one-half per cent a year. 

Now, we must add another money element. That is the element 
of monetary inflation that will occur if government financial prac- 
tices follow their patterns of the last thirty years, and if unions 
continue to hold the power to create cost-push inflation that the 
American people have granted them. Conservative economists 
estimate the rate of such inflation at one to two per cent a year. 

Should our compounded annual rate of monetary inflation aver- 
age only one and one-fourth per cent a year, our real GNP econ- 
omy of 1970 of $650 billion or more would become a dollar GNP 
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economy of nearly $750 billion. Thus the dollar increase in the 
size of our 1970 economy would be about 70 per cent above the 
1957-58 average. This 70 per cent increase should be Marketing’s 
minimum target for sales growth in the decade ahead. Companies 
in the growth industry category should set their sights higher still. 

And now, one final factor. This is the distribution of incomes 
by age groups in our hypothesized 1970 economy. Some of those 
under age 20 will of course by employed and will have something 
in the way of incomes. With pension plans, Social Security, in- 
vestment income, and some productive work, those age 60 and 
above will likely have considerably more income than at present. 
But the great proportion of the 45 per cent increase in real dis- 
posable consumer incomes will go to the primary group of income 
producing people between the ages of 20 and 59. With all of those 
children, they will certainly need it. 

This leads us to two conclusions. First, the age 20 to 59 group, 
which will be the big earning and the big spending group, will have 
real disposable income increases somewhat above the 45 per cent 
national average increase, and, of course, dollar income increases 
even higher than this. Second, the increase in the total amount of 
money available for discretionary consumer spending will snow- 
ball since need levels will not increase as rapidly as will the 
means of satisfying those needs. I hesitate even to put a percent- 
age figure on the increase in discretionary consumer income that 
we may expect by 1970, but it will certainly approach 200 per cent 
above 1957-58 averages, and could be higher. 

This is an outline of the major elements of our hypothesized 
1970 economy. Taken as a whole, it forecasts a revolution in 
technology, in production and in marketing. We will get from 1959 
to 1970 in evolutionary steps, however—each filled with risk, each 
offering opportunities. What are the marketing implications of 
this revolution? 

First, there will be dramatic changes in the product mix of our 
economy. Several forces will be at work to bring this about. For 
one thing, those products and services that are required mainly 
for the youngest group and by our eldest citizens will have a rate 
of demand increase, on a per capita basis alone, of more than 
twice the potential increase rates for products used mainly by the 
age 20 to 59 groups. 

For another thing, there will be a per capita increase in real 
incomes that will support higher per capita spending for consump- 
tion goods, and higher per capita savings for capital goods ex- 
penditures by those industries in which such savings are invested. 
And, as we have already said, discretionary disposable incomes, 
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being the marginal amounts above real need levels, will rise much 
more rapidly than will total disposable incomes. Hence, those 
goods and services outside the food, clothing and shelter cate- 
gories, particularly those in the recreation, entertainment, and 
‘niceties of life’’ fields, will have dramatic opportunities for 
growth. 

A second marketing implication, growing out of the changes to 
occur between now and 1970, will be the varying impacts of com- 
petitive pressures on different industries and on different com- 
panies within industries. 

Those companies having businesses that are mainly in the 
slower growth fields will have the jobs of defending old product 
lines and of seeking ways to participate in more rapid growth 
fields. Those companies having businesses in the rapid growth 
fields will have the jobs of accurate prediction of growth rates for 
specific product lines, and of providing adequate means of distri- 
bution and adequate production facilities at the right times. They 
will also have the job of defending their own growth opportunities 
against additional competitors, who may be, first, entirely new 
enterprises, or second, established companies from the slower 
growth fields attempting to step up their own sales growth and 
profit increase rates. 

Now, another new element of severe competition is being added. 
That is the element of foreign competition. Under our Reciprocal 
Trade Agreements Acts we have become so reciprocal that, in 
many industries, other countries are getting more and more of the 
trade. This, and the excessive wage and employee benefit cost 
increases that have continued in the United States for fourteen 
successive years, have brought about the loss of many of our ex- 
port market potentials, have brought what is beginning to be a 
major invasion of USA markets by foreign producers, and are 
starting to result in the export of many American jobs. Thus, a 
new facet of competition has been added that can well snowball 
during the 1960’s. It carries with it many disturbing implications 
for thousands of American Marketing organizations and their com- 
panies, and for employees, generally. 

It follows from these facts of competition that one traditional 
job of Marketing—that of being a winner in share-of-market 
growth—could be even more difficult over the next decade than it 
has been, The changing market trends, the stepped-up competitive 
tempo between companies within an industry, still further inter- 
industry competition for the consumer’s dollar, and competition 
from abroad all will place a tremendous premium on creative, ag- 
gressive Marketing. 
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A third implication of the changes of the coming decade to 
Marketing is the impact these pronounced market trends and com- 
petitive pressures will have on the whole field of Research and 
Development, Product improvements and innovations will play a 
major part in the success probabilities of companies and of in- 
dustries. Much more Research and Development money will be 
spent to gain market advantages. This means that much greater 
proportions of Research and Development efforts will have to be 
moved from ivory towers and applied directly to the needs of the 
market place. 

It has also been proven time and again that a company that is 
first with a product improvement or innovation has a tremendous 
advantage if its better or new product is intelligently merchan- 
dised. Hence, the setting of realistic but tight target times for 
completion of Research and Development projects will be essential 
if a company expects to come up with the ‘‘firsts’’ that can mean 
so much to its future. 

Successful Research and Development work in the process, 
machinery, equipment, and methods fields will be just as vital to 
company, employee and stockholder prosperity as it will be in the 
product field. This is so because by 1970 we will have to depend 
on an increased working population of a little more than 15 per 
cent to oversee higher total physical output of goods and services 
of about 50 per cent. Marketing organizations that can benefit 
from superior company performance in all of the means of in- 
creasing individual productivity will have big competitive advan- 
tages. 

Good military intelligence is vital to success in wars, either 
hot or cold. Good market intelligence will be absolutely essential 
to business success in the 1960’s. The function we have tradi- 
tionally called Market Research should, I believe, be renamed 
Market Research and Development to emphasize its fundamental 
importance to successful marketing, planning and actions. 

Companies with the best market intelligence over the next dec- 
ade will be able to exercise better judgments as to how to spend 
product Research and Development money to best advantage, and 
as to the completion target dates that should be set for product 
development projects. They will be better able to know the pro- 
duction facilities that will be needed, at what times, in what size 
production units, and in what locations. They will know better how 
to plan and how to achieve optimum distribution of existing and 
new products by areas, cities, and sales territories. These, and 
many other problems of marketing logistics and tactics, will be 
possible of reasonably accurate solutions, and will give those 
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companies having such superior market intelligence great com- 
petitive advantages. 

A fourth implication of the economic changes of the coming 
decade to Marketing is the need for Marketing to assume a much 
greater responsibility for adequate profits. In 1948, profits after 
taxes for all industries were about $20 billion, and equalled 9.2 
per cent of national income. In 1957, profits after taxes were just 
$22 billion, and were only six per cent of national income. Be- 
tween these years there was a 40 per cent increase in gross na- 
tional product. At the same time, compensation of employees in- 
creased by $114 billion and in 1957 was 81 per cent over the 1948 
level of $140 billion. 

Over these same ten years, American industry invested $270 
billion of new capital for modernization and for additional plants 
and equipment. At the end of the period, there was practically 
nothing in the way of added profit income to compensate for this 
enormous new investment. The comparison would be even worse 
for 1958. This has been the big failure of Marketing and of Amer- 
ican business generally over the past decade. 

How can Marketing go about assuming greater responsibility 
for netting an adequate profit return on invested capital? Though 
the specific possible contributions are numerous, they all fall 
under three headings: 


Through Pricing 
Through Volume 
Through Costs 


We all recognize that, in most large volume lines, pricing must 
be realistic and competitive. Yet there is a great deal of pricing 
discretion exercised in many lines of business. In too many cases 
the discretion involves an extra 10 per cent or 15 per cent dis- 
count that good salesmanship would make unnecessary. It is very 
easy for some Marketing managements to give away, through hasty 
price decisions, much more than manufacturing and financial con- 
trol managements can save in an entire year. Good Marketing 
management can do much to improve recovery, and hence the 
profit return on invested capital, through wise exercise of its 
pricing authority and discretion. 

As every good Marketing manager knows, incremental profits 
on added volume increase at a rapid rate—provided such volume 
is secured without price concessions that undermine the whole 
pricing structure. Thus, good advertising, good sales promotion 
and good salesmanship that resuli in sound additions to volume can 
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do much to improve Marketing’s contribution to higher returns on 
invested capital. 

Marketing can also do much to contribute to profitability 
through its influence on costs. Marketing’s interest in costs must 
be in the direction of continually seeking means of reducing ratios 
of costs to sales. Such reductions in ratios can be achieved by 
wise spending that brings sales increases of sufficient size, as 
well as by wise savings in the Marketing field and elsewhere. 
Marketing’s sales successes will exert a large and beneficial in- 
fluence on unit cost reductions that may be possible in manufac- 
turing and through corporate financial control. 

American industry must and will earn larger returns on in- 
vestment than it has in the recent past. The trend of the last elev- 
en years cannot continue without stifling economic growth and 
progress. Such continued retrogression in rates of return on in- 
dustrial and commercial investments could seriously sap our in- 
dustrial strength, would make almost certain the loss of the Cold 
War, and would, in time, bring our American way of life to a dis- 
astrous end. Marketing can make a major contribution toward 
reversing this trend. Marketing can do this by assuming more 
responsibility for restoring adequate profits to our American 
profit and loss system. 

I could mention other implications of the changing decade of 
the 1960’s to Marketing. I shall limit myself, however, to one 
more. This one is the sum and substance of all I have been saying 
so far, and it is this: That those product lines, those companies, 
and those industries that make the greatest contributions in the 
coming decade will be those that are completely dedicated to, and 
successful in, profitable Marketing. 

Everything starts with the needs and wants of the ultimate user 
of a product. The nature of the product—its specifications, its 
style, its color, its size, its quality, its quantity, its price—all 
must be suited to what the ultimate user thinks he needs and wants. 
Those who are in tune with this Marketing fundamental are those 
who will be the growth leaders in the coming decade. 

This means that everything that business does must be pointed 
to the Market. It means that every business function must be di- 
rected toward and be in tune with the Market. Research and De- 
velopment, Production, Finance and Control, Personnel, all and 
more, must, at all times, have their eyes on the Marketing ball. 

To accomplish this requires that every employee must be con- 
scious of the fact that his interests lie in direct parallel with the 
customer’s interests, and that his on-and-off-the-job actions re- 
flect to the credit or to the detriment of his Company with its 
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customers, present and potential. Thus, Marketing, along with 
Personnel, has a big selling job inside its corporate home, as 
well as outside. 

Some speak of this fact of business life as ‘‘The Marketing 
Concept.’’ Some call it ‘‘Total Marketing.’’ In B. F. Goodrich we 
merchandise it inside the organization by the phrase ‘‘every B. F. 
Goodrich man must be a ‘B. F. Goodrich Customers’ Man.’’”’ Call 
it by any name you will, it adds up to the same thing—that Market 
Oriented Organizations will be the winners in the exciting, risk- 
filled and opportunity-filled decade ahead. That is Marketing’s 
Job for the 1960’s, and the job of every other function of business 
as well. 
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DIVIDED WE STAND 


Ian Rowson Dowie* 


HERE can be no doubt that in the early stages in the develop- 

ment of business as we know it today the precept ‘‘United we 
stand’’ greatly influenced men’s thinking, and it was this kind of 
thinking that produced the great industrial and commercial giants 
that today dominate our business structure. Paralleling the 
growth of these great companies during this period, we had the 
emergence of the individuals who became known as ‘‘Captains of 
Industry,’’ ‘‘Geniuses of Finance,’’ and other such descriptions— 
the men who single-handed took the decisions that created these 
great companies and made them progressively greater. 

In more recent times, however, we find considerable reason to 
doubt the wisdom of following too slavishly this policy. 

In the first place, anybody who attempts to follow it now in the 
sense of ‘“‘Let’s all get together and we will become powerful”’ 
finds himself anti-trusted, and more and more, companies are 
finding it impossible to deal with the complexities of our modern 
business situation with an organizational structure based on the 
interpretation “If everybody does what I say we will get along 
fine.”’ 

The fact is that the growth of the population of this country to 
the enormous figure of 175,000,000 has produced many changes, 
and many of the problems which beset us today rise from our 
failure so far to adapt ourselves, our way of governing ourselves, 
and our way of running our businesses to these changed circum- 
stances. 

The growth of our social structure has inevitably placed bur- 
dens of responsibility on those who must direct large organiza- 
tions which it is completely beyond the ability of one man to as- 
sume adequately. 

The best example of this, of course, is in the realm of govern- 
ment, very much the largest and most complex organization in the 
country. 


*Ian Rowson Dowie, President, Carling Brewing Co. and President, Canadian 
Breweries, LTD. 
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One of my associates was telling me the other day of one of his 
early boyhood recollections when his father took him to visit Cal- 
vin Coolidge at the summer White House, which was Mr. Coolidge’s 
cottage in Vermont. Knocking at the door of the cottage they were 
told that the President was in his office and were directed to go 
down a path which led to the lake. On the lake side was a simple 
small boathouse and inside the boathouse was the President with 
his coat off, wearing white flannel trousers, and, with the aid of 
one secretary, conducting the business of the nation. This was 
only a little over thirty years ago and at that time things had not 
changed too much from the days shortly after the Declaration of 
Independence when being President of the United States was a 
part-time job with good hours and nice long vacations. 

The tremendous growth of the responsibilities of the President 
of the United States and the staggering complexity of his job are, 
of course, obvious to any intelligent observer, although efforts 
made by recent Presidents to do something practical about it in 
the way of delegation are frequently willfully misunderstood and 
misrepresented for political purposes by people old enough to 
know better. 

Perhaps less apparent to the man in the street, but certainly 
equally apparent to those of us involved in the administration of 
large businesses, is the fact that the responsibilities which we as- 
sume and the complexity of problems which we must solve have 
increased in the same proportion, and much has been written and 
said about the need for delegation of responsibility and authority in 
business. 

The greatest strain on the senior executive of a company is the 
making of decisions involving staggering amounts of money and it 
has been the principal aim of students of business administration 
to devise systems which will enable senior executives to divide up 
the decision-making function and which will channel to the deci- 
sion-making level all the relevant information which must be 
weighed in the decision making and channel back the decision from 
the decision-making level to the planning and action levels in such 
a way that the decisions are properly understood, interpreted and 
implemented. 

In no area in business is the development of such systems more 
important than in the area of marketing. We are all marketing 
men here today and while there may be people in the other divi- 
sions of business—finance, production, labor relations, etc.—who 
would argue with us on this point, I am sure that we are all agreed 
that our problems have become tougher than anybody else’s and 
our problems and our responsibility more burdensome. 
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A number of systems have been devised for the cutting up of 
the marketing responsibilities and problems into manageable pro- 
portions and these are perhaps best exemplified by certain 
companies, the details of whose organizational structure are known 
to all. 

For instance, there is the multiple subsidiary type of operation, 
exemplified by General Motors, where the decision-making and 
planning relative to each brand are vested in the subsidiary. Then 
there is what I might describe as the brand manager system, 
where the decision-making and planning functions for each brand 
is delegated to an individual or group responsible solely for that 
one brand. Many companies in many lines of businesses have 
adopted this structure, and I mention the soap companies simply 
because they are one of the better known examples and because 
they have developed this system, not only as a way of splitting up 
the burden but as a way of introducing and marketing products 
competitive to other products of their own. These systems, with 
the lively interbrand competition which they foster, are perhaps 
the best examples of the application to modern business of the 
doctrine ‘‘Divided we stand,’’ and one of the companies of which I 
am President—Canadian Breweries Limited—is organized on the 
basis of decentralized subsidiaries, each with its own President 
and Board of Directors—taking their own decisions, making their 
own plans and competing very vigorously indeed with one another. 

I could catalogue these systems at considerable length but the 
system that I want to talk to you about today is the one that I know 
most about because we in our American company are employing it 
ourselves with considerable success, and because it is one which 
I believe is compatible with, and can be employed along with the 
other systems—the system of geographical decentralization. 

Now before I tell you what we do and how we employ this sys- 
tem, I want to make two things clear. One is that we do not think 
that we have discovered anything new~—many companies have been 
organized along these lines for many years. The other is that this 
system would not offer to all companies in all lines of business the 
great advantages that it does to our company in our particular kind 
of business. 

To explain just why this system is so appropriate for our com- 
pany in our industry, I must digress for a minute or two to tell 
you something about the brewing industry. 

It differs from most brand name consumer goods industries in 
this very important respect—there are more than two hundred 
brewing companies in this country energetically marketing some- 
where in the neighborhood of three hundred brands. The largest 
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company in the industry does only about eight per cent of the bus- 
iness. My own company, which is in fifth place in the industry, 
does about five per cent, and the top fifteen companies in the 
industry do together about 55 per cent of the business. Now, as 
you know, it is not uncommon in other brand name consumer 
goods industries to find one brand achieving something like that 
percentage of the total volume, and to find three or four doing 
together about 80 per cent is commonplace. 

In 1948, the first year in which conditions in the brewing in- 
dustry were normal after the shortages of the war and early 
postwar years, there were about five hundred brewing companies 
in business, and between 1948 and 1953 over one hundred of these 
companies fell by the wayside, while a few companies, described 
as national shippers, selling beer at premium prices, built their 
share of the business up to about 30 per cent of the industry 
sales. From 1953 on that trend has been reversed while the 
mortality amongst the smaller companies has continued. The 
percentage of beer sold at premium prices has declined to around 
20 per cent, and the companies which have enjoyed the greatest 
growth have been the companies which might be described as 
large regional companies, companies distributing their brands 
through a one to five or six state area. 

Of such companies, the most successful have been what might 
be described as the multi-regional companies, those doing busi- 
ness out of a number of plants each of which supplied a five or 
six state area, and of these I modestly claim that the most nota- 
ble example, the company coming closest to complete national 
distribution on this multi-regional basis, is our company. 

Since the trend which developed in 1953, and is still develop- 
ing in 1959, indicates that our major competitors from now on 
will be the large regional breweries, we felt that if our company 
was to continue to grow we must not be at any competitive disad- 
vantage to these companies. It was obvious that if we were to 
prosper we must match them in every respect and have as a plus 
in our favor the fact that our brands were national brands, a fact 
which the history of the early national shippers had shown was 
not in itself enough to enable the national shippers to compete 
successfully with large regional brewers. 

We have always been great believers in decentralization and 
our general management is highly decentralized. Each of our six 
plants is managed by a regional vice president, who is respon- 
sible not only for the management of the plant but is in general a 
steward of the company’s affairs for the entire area which the 
plant supplies. In brief, it is intended that he shall be like the 
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President of a regional company because we have not been at this 
long enough for the plan to be fully developed. Only four years 
ago we had only one plant—our Cleveland plant—and since the 
growth to a six plant company has taken place in such a short 
time, the most recent addition being acquired less than a year 
ago, it has not been possible to delegate to regional general 
management all of the responsibility and authority which will 
eventually be delegated to that level. In general management 
then we are well set up to compete with our regional competitors 
because these regional vice presidents have the advantage of a 
very strong staff of experts in each phase of the business work- 
ing with me at Head Office and ready to advise them in all areas 
in general management and plant management. To attain the 
same sound competitive position in marketing was a more diffi- 
cult thing because we have not only regional competitors but also 
national competitors and because it was obvious that the efforts 
which we made to establish our brands as truly national brands 
were going to contribute greatly to the ability of our brands to 
meet regional competition all over the country. 

For that reason we did not feel that we could decentralize 
marketing in the same way as we had decentralized general man- 
agement, and yet it was of primary importance that we have the 
same regional intelligence as each of our regional competitors 
and the same ability to apply that intelligence to regional plan- 
ning. 

To accomplish this, we have during the last few years been 
building a structure of regional marketing committees, which 
consist of a regional sales manager, a regional advertising man- 
ager, the regional vice president, a representative of national 
marketing, and a most important and interesting element, a rep- 
resentative or representatives of a regional advertising agency. 

We have one parent advertising agency for each of our three 
major brands, but for Black Label Beer, the brand which has 
produced almost our entire growth, which I may say is from 
360,000 barrels in 1949 to 3,600,000 in 1958, we have working 
with the parent agency a number of regional agencies. For in- 
stance, we have one in Boston, which handles New England; one in 
Philadelphia, which handles the Mid-Atlantic States, one in At- 
lanta, which handles the Southeast, and one in San Francisco, 
which handles the Northwest, and one in St. Louis, which handles 
the Mid-West. This unusual structure developed from the basic 
concept that to solve a problem you should first know as much 
about it as possible and then get as many intelligent people as you 
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can thinking about it. Our association with these regional agen- 
cies gives us another valuable source of regional marketing in- 
telligence equal to that of our regional competitors, an intimate 
first-hand source of regional media intelligence, and a very 
valuable voice in our regional marketing councils. 

When we started to get this company off the ground about 
eight years ago we had a sales manager, an advertising manager, 
and a sales promotion manager, all responding directly to me, 
and I combined the jobs of president and vice president-market- 
ing. This group, with my planning assistant and statistician, 
constituted the national marketing committee. We were doing 
business in most of the forty-eight states but were building our 
volume business in the six or seven state area around Ohio. 
Everybody was working too hard and decisions were being made 
on inadequate information inadequately considered. Neverthe- 
less, because these individuals were willing to work too hard and 
because most of our mistakes were little ones, we grew, and as 
we grew we enlarged this group, first by dividing the sales man- 
agement responsibility amongst three divisional sales managers, 
who replaced the general sales manager, and then by a brief ex- 
cursion into the brand manager system with “‘staff’’ type brand 
managers coordinating the planning on our two major brands, 
Red Cap Ale and Black Label Beer. 

At the same time, as we started to build and buy additional 
plants, we adopted as our policy the concept that we must in each 
region be as knowledgable as our competitors in that region, and 
we started to develop the regional marketing committee struc- 
ture which I have described. 

Here again we are in the process of evolution with several 
more regional committees still to be set up and with further de- 
centralizing of the decision-making and planning functions to be 
accomplished amongst the committees already active. 

About a year ago I divested myself of the responsibilities of 
vice president-marketing by appointing a man to this position, 
and he assumed the position of Chairman of the National Market- 
ing Committee, while I became Chairman of a new and smaller 
group, the Marketing Policy Committee, which consists of my- 
self, my executive vice president, the vice president-marketing 
and the vice president-advertising. 

Our structure now is that this committee, the Marketing Pol- 
icy Committee, deals only with broad questions of marketing pol- 
icy. The National Marketing Committee approves plans and di- 
rects all marketing efforts which are national in scope, and also 
those of more restricted scope in regions where regional mar- 
keting committees have not yet been established. It also reviews 
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periodically the planning of each regional marketing committee 
and to varying extents contributes to that planning through the na- 
tional representative on each regional marketing committee. 

Gradually these regional marketing committees are taking 
over the decision-making and planning functions for each region 
and it is in this way that I feel that our development of marketing 
decentralization is somewhat unique and is making a major con- 
tribution to the solution of the problem of the over heavy burden 
on a central individual or group of individuals endeavoring to 
continue to perform the decision-making and marketing planning 
function from a central point for a national company doing busi- 
ness in forty-eight states. This problem is a particularly acute 
one in our industry because not only must we take into consider- 
ation the variations in local customs and tastes which in every 
line of marketing give rise to the universal cry from the field 
“My market is different,’’ but we operate under forty-eight 
codes of state laws and regulations, no two of which are alike, 
which actually legislate additional variations into marketing con- 
ditions. We have states that permit no point of sale advertising, 
others which permit no display of the product, others which say 
you may have point of sale but not bigger than so many square 
inches, others that say no television or radio advertising on Sun- 
day, and hundreds or thousands of other variations. Recently we 
planned a major campaign in a State in which we had previously 
done no television advertising and we learned that under the reg- 
ulations of that state our celebrated girl-friend Mabel, who ap- 
pears in practically all our TV commercials, was not permitted 
to give the friendly wink at the camera which is always identified 
with her. 

This is one of the reasons why I say that this system offers 
greater advantages to us in our business than it might to you in 
yours, but I would like to point out to you some of the things 
which it does for us which would, I believe, be desirable for al- 
most any company involved in any kind of mass marketing busi- 
ness. First, as I have said, it splits up and thus lightens the 
burden of decision-making. Second, and perhaps more important, 
it moves the decision-making function closer to the field. De- 
cisions can be made in the light of personal knowledge rather 
than from study of reports. This to adegree short-circuits com- 
munications, which have become such a problem in operating big 
businesses. Endless books have been written on the subject and 
many companies employ firms of experts or have experts on 
their payroll to improve communications. It may be that the 
best way to solve the problem of communications is to lessen the 
need for them by training people properly and then giving them 


DIVIDED WE STAND 19 


responsibility. Remember that the most astonishing military 
victory of our time—the lightning fall of France~—was not a tri- 
umph of communications, it was a triumph of eliminating the 
need for communications. The Germans simply trained their 
generals, briefed them thoroughly and then threw the book 
away, and the French, hopelessly entangled in the web ofa 
communications system which presupposed that there would al- 
ways be lots of time to decode messages and hold meetings about 
them, were helpless to resist. 

A third great benefit which we are reaping and will continue 
to reap from the adoption of this system, is the training of junior 
management. Here is another subject about which many books 
have been written, but management is like anything else—the 
best way to gain experience is to do the job, and the least ex- 
pensive way for a company to raise a crop of experienced pro- 
motable men is to break the job up one way or the other so that 
young men can be given responsibility and authority with a min- 
imum of hazard to the company. 

I am afraid that I have endeavored to discuss, in what I hope 
you will feel was a fairly brief period of time, a subject on which 
I can very easily speak for a few hours, and I can only hope that 
my own obvious conviction that we have a good plan will substi- 
tute for the selling job which I could have done better with more 
time. 

Please understand that we are still in the process of devel- 
oping this plan ourselves. We have a long way to go before it is 
functioning, region by region, clear across the country in the way 
that we envision and producing for us the full benefits which we 
foresee. We can say, however, that we have gone far enough with 
its development to know that it works for us, and when I tell you 
that we have come from 64th place in our industry in 1949 to 5th 
place in 1958, I am sure that you will agree that we are entitled 
to say, in the words of Sir Winston Churchill, ‘‘We have not al- 
ways been wrong.’’ 


SALUTE TO MARKETING 


Alex Dreier*® 


HY do you buy? Now there’s a simple question. But if Amer- 
ica’s millions of marketers knew the precise answers in 
every instance. . .they could save millions of dollars in research 
. .Surveys. . .polls. . .questionnaires. . .door-bell ringing. . . 
sales engineering. . .and just plain perplexed head-scratching. 

For you and me. . .the American consumer. . .are what keeps 
the American marketer hopping. . .continually trying to find new 
ways to attract our attention and our dollars toward the products 
he is attempting to sell. And it is done in a great variety of ways 

. .through marketing research. . .through scientific packaging 
and labeling, through artistic displays, through motivational re- 
search, through expert salesmanship. 

In America. . .there is a market for almost anything except an 
ideology that conflicts with our own. And yet, veteran marketing 
experts are the first to agree that fame and fortune awaits any new 
marketer who can find just the right avenue of approach to the 
consumer with whatever product he may wish to move. 

Today, marketing has reached the status of an art and a sci- 
ence. Degrees in marketing are conferred by a growing number 
of universities. . .and while there always seems to be room for 
new talent, the so-called bright young men with fresh ideas in the 
business of marketing. . .it’s no arena for the novice. The com- 
petition is too fierce. . .and grows more so each day. 

For marketing covers a wide field. It involves transporting 
and storing and selling goods. . .as well as a vast series of de- 
cisions which must be reached by an organization undertaking any 
part of the process of moving goods from the producer to the user. 

And in recent years. . .there’s been a sort of revolution in 
marketing. Old ideas are being discarded, and new ones intro- 
duced. And it doesn’t take too long totest a new idea in marketing. 
The final judge. . .is always you, the consumer. The wanted prod- 
uct is made available, priced within your income range, packaged 
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to your taste, and offered under the most favorable conditions pos- 


sible. And then you either buy it. . .or you don’t. It’s as simple 
. .for you. . .as that. If you buy it. . .the marketer can rest on 
his laurels. . .for about 28 seconds. But no longer, for he knows 


that other marketers are working furiously hard and fast to do the 
same job he has done, and do it better. But if you don’t buy it. . 
the marketer has purchased for himself a king-sized headache. 
Why didn’t you buy it? Perhaps you didn’t like the color or design 
of the product? Or was it too heavy. . .or too light? Or was the 
package in some way offensive to you? Didthe label connote some- 
thing unpleasant to you? Was the display inconvenient. . .or con- 
fusing. . .or inaccessible? Was the product over-priced, or 
under-priced? Those last questions are among the most interest- 
ing in the whole marketing complex. For it seems that you and I 
have preconceived and very rigid notions on what something should 
cost, even though we haven’t the slightest concept of how much is 
involved in its production and marketing. We will pay up to X 
number of cents for a bar of soap. . .and no more. A hair cut 
should be this much, a hairpin that much. And Lord help the mar- 
keter who can’t produce that product at our price! 

Today marketing. . .the science. . .is fresher than tomorrow’s 
newspaper. For it must always stay one jump ahead of the public 
it services. It must, in most cases, anticipate the needs and wants 
of that public before the public itself is aware of them. 

And often, marketing creates the need and want when it isn’t 
even there. The proof: the ever-increasing supply of luxury goods 
that aren’t actually needed, but which makes our living easier or 
more pleasurable. 

Walk into a modern supermarket, and you will be almost over- 
whelmed by the number of name brand goods on hand. In the field 
of soap alone, dozens of cleverly packaged, nationally advertised 
brands strike your eye. You recognize instantly X brand, Y brand, 
and Z brand. But which do you buy? 

Obviously, someone buys all three, or they couldn’t retain their 
places on the shelves of supermarkets all over the nation. But one 
will outsell all others. . .even if all three are of equal quality. 
One will be packaged just a little bit better. One will be advertis- 
ing more widely, and more intelligently. One will carry a label 
that connotes just a little more prestige and confidence than the 
others. And that one. . .that fortunate one. . .will be the leader 
in sales, 

But marketing isn’t just that simple. It involves literally hun- 
dreds of steps and phases. Interesting, we think, is the compara- 
tively recent trend toward multiple packaging of products. The 
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idea of multiple packaging is moving record numbers of goods. It 
is resulting in greater per capita sales of products. . .and bring- 
ing down the prices and production costs of the products involved. 
It started with beer. . .the six can packs. . .but now it is spread- 
ing to a wide variety of other products. . .from sardines. . .to 
soups and beans. 

Multiple packaging has opened up new selling techniques to 
producers. Three-packs of beans can be advertised as: ‘‘Buy two 
cans, get one can free.’’ And new sales concepts have resulted. 
A number of products now can be sold as a single unit. . .such as 
complete Hawaiian dinners, or special TV snack sets. The multi- 
carton also lends itself well to automatic handling, and low-cost 
packaging. 

And today, just about everything except the plant manager can 
be pack sed right in with the product, so that many firms can now 
offer everything from dinner dishes to hair brushes along with 
their well-known products. 

Today, marketers think of just about everything. They conduct 
scientific tests to determine what shape a package or bottle should 
be. For we will buy certain products in containers shaped one 
way, but not another. And the glassblower’s art has reached such 
new zeniths that some bottles can be made to look larger and more 
attractive than bottles of equal capacity. Is that deceptive? Only 
if the item is over-priced or misrepresented. Otherwise, we are 
happy to think that we are getting more of the same product for the 
same money, and have an attractive bottle to keep it in! 

That may sound a bit frivolous to you. . .but America’s mer- 
chandisers and marketers know more about you than you can pos- 
sibly ever know. . .without playing 36 holes of golf each day with 
your analyst. They know not only what your favorite colors are, 
but why you can buy certain products on certain days. They know 
that putting product X near product Y will hurt the sales of product 
Y. . .because they are incompatible. Such as ice cream and beer. 

They engineer their products. . .and put them through gruel- 
ling tests. They ask such insipid, but wonderfully practical ques- 
tions as: Can the label be read if the customer forgot his eye- 
glasses? Can the product be mass-displayed or will too much of 
it in one place hurt its desirability? Does the advertising copy 
create the proper product image? And how far away can the prod- 
uct be easily identified? 

Visual Research experts, motivational research experts, mar- 
keting research experts, surveyers, pollsters, and the little deli- 
catessen man around the corner. . .all figuring out new ways and 
means of getting you to buy what they have to sell. It sounds like a 
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conspiracy, doesn’t it? Anditis. A conspiracy called commerce 


.free enterprise. . .and purchasing power that results in the 
highest standard of living in the world. 
Lump it all together. . .and you’ve got marketing. The art and 


the science and the wonderfully wacky but deadly serious business 

of moving goods from producer to consumer. But don’t ask me to 

define it. . .I can’t. I can only tell you that it is one of the more 

interesting and challenging pursuits in our dynamic economy. And 

everyone. . .within the sound of my voice. . .is part of it. Part 

of Marketing. . .the super active activity that helps keep the go 
.in an America. . .on the go. 


GOVERNMENT AND MARKETING 
IN THE 1960'S 


Carl F. Oechsle* 


S good as the prospects for marketing on Main Street in the 

coming decade may look from Madison Avenue or Wall Street, 

the future we hope for will still be determined on Pennsylvania 
Avenue. It’s my job today to spell that out. 

Decisions are being made daily in Washington which affect our 
survival, our prosperity, our moral and spiritual progress. 

Now, I don’t pose as an expert in marketing—or anything else. 
But as a businessman all my working life before going to Washing- 
ton, I learned enough about marketing to make money at it—which 
perhaps qualifies me to a degree of some sort in your school of 
experience. 

But my Washington experience—in a Department where busi- 
ness and government most clearly meet—has given me new in- 
sights into the day-to-day impact of public policy on private enter- 
prise. Looking ahead I foresee no lessening in that impact. 

As a businessman—and since—I’ve heard a lot about competi- 
tion. But new forms of competition are here and more are on the 
way. In a broad sense government and what Raymond Miller aptly 
calls ‘‘American service capitalism,’’ in his new book ‘‘Can Cap- 
italism Compete,’’ are in competition. For what? To provide the 
aspiring peoples of the world with a better living, a better life. 

On the world’s stage this competition takes the form of main- 
taining and improving our position in foreign markets while hold- 
ing our own in the home market—which we can no longer take for 
granted. And looming large in this picture are the Soviets, to 
whom exports are a weapon and imports are tools to make an 
overwhelming productive machine for the world conquest of com- 
munism. 

Can your marketing plans fail to take into account these eco- 
nomic and political threats to our lives and fortunes? Can we 
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maintain ‘“‘business as usual’’ and still maintain an adequate pos- 
ture for national defense and our competitive position in world 
markets? 

We can—but it won’t be easy. And—important as is the Federal 
Government’s role in this struggle—it can’t do the whole job or 
even the biggest part of it. Management, labor leaders, teachers, 
scientists, engineers—call the roll, but leave no one out. Every- 
body is needed to complete the unfinished business of America. 

With these thoughts as background, I shall now address myself 
specifically to government influence on marketing in what can be 
the best decade in world history if we apply ourselves and our 
knowledge in the spirit of public service. 

A good deal of the answer to how Government will affect mar- 
keting in the 1960’s can be stated without speculation or forecast. 
The result of major government decisions and actions cannot be 
measured in immediate effects, but may have an impact for dec- 
ades to come. Consequently, many of the actions of Government 
today, those taken earlier this year, last year, and the years be- 
fore will help to determine the nature of markets as well as other 
economic activity, not only in the 1960’s, but in the 1970’s and for 
decades beyond, 

This fact was well illustrated by the actions of this Adminis- 
tration during the 1957-1958 recession. You will recall the many 
efforts which were made by some at that time to stampede us into 
wild schemes of greatly increased spending as a means of fore- 
stalling predicted depression or doom. 

But President Eisenhower was firm. He refused to accede to 
the prophets of disaster or the purveyors of the philosophy of the 
“easy buck.’’ With his abiding faith in America, and in the in- 
herent soundness of a free enterprise system based on sound 
monetary and fiscal policies, he held the line—supporting only 
carefully conceived steps to deal with specific hardships and to 
stimulate employment and a revival of business activity in well 
defined areas of need. 

Subsequent events have clearly proven the basic soundness of 
this course. I leave it to you to predict what the 1960’s would have 
held for marketing had the easier road of free spending been 
blindly followed, and the value of our dollar drastically impaired. 

But much of the outcome of the 1960’s will, of course, depend 
upon Government actions throughout the remainder of this year 
and in the years to come. Areas of activity and aspects of our 
economic life upon which Government actions and programs will 
continue to exert a major impact are many. I will briefly discuss 
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five of these which I believe are of direct and special significance 
to those engaged in marketing. 

1. I need say little to this group about the importance to mar- 
keting of the Government’s statistical programs, Effective market 
planning today must be based upon facts and not intuition. The use 
of company data alone is not enough for effective market measure- 
ment and development. The usefulness of statistics developed by 
the Department of Commerce and other Federal agencies in all 
types of marketing research has been well demonstrated through- 
out your sessions. 

Most of you know that our Bureau of the Census is now en- 
gaged in or planning six major censuses—covering business, man- 
ufactures, mineral industries, agriculture, population and housing. 
Together, these programs will cost more than $125 million dol- 
lars. In the aggregate they will provide the most comprehensive 
array of economic and market information ever developed in this 
or any other nation of the world. This will indeed be a major asset 
to marketing as we search for keys to profits in the 1960’s. 

But unfortunately it is an asset not fully recognized nor fully 
utilized. The President’s Conference on Technical and Distribu- 
tion Research, in the fall of 1957, and many subsequent regional 
conferences have shown beyond question that many businesses are 
unaware of the value of these data or unable to use them effective- 
ly. 

Our Office of Distribution is at present making plans and con- 
ducting studies designed to make this vast array of new marketing 
information, which we will have early in the 1960’s more useful 
and more widely known. We believe that much can be done to con- 
vert these data into more effective marketing tools, and to get such 
tools into the hands of businesses of every type and size. 

2. Now to a second area in which Government actions will in- 
fluence markets in the 1960’s. In order to be strong, markets 
must be free. The history of America provides ample proof of 
this. But the maintenance of free markets requires a constant and 
diligent guardianship of the principles of free enterprise, and con- 
tinuous safeguards against the inroads of collectivism, socializa- 
tion, or of unnecessary controls often advocated by well-meaning 
but self-seeking groups who seek legislation to regulate ‘‘the 
other fellow’’ in their own interest. 

I do not impugn the motives of all who thus seek to circum- 
scribe free enterprise. For some it is a matter of poor judgment, 
or a failure to understand souhd economics, rather than adherence 
to an ideology inconsistent with American democracy. But if such 
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misguided persons were to prevail, the results would be equally 
deadly. 

It is true that we must strengthen, improve and enforce our 
broad structure of anti-trust and other Federal laws which govern 
trade practices. In general these laws are designed to guarantee 
equal opportunity in the market place to prevent inequity or 
discriminations, to outlaw unfair methods of competition and false 
advertising or labeling, and to provide maximum safeguards for 
public health and safety. The present Administration is committed 
to the support of legislative programs of this type. It is with the 
aid of such laws—if carefully conceived, wisely interpreted and 
equitably enforced—that we can maintain a system of free com- 
petitive marketing with maximum incentive for effort and adequate 
reward for success. 

If our Federal Government can maintain this type of healthy 
competition throughout the 1960’s, the vigor of free enterprise 
will supply the drive toward more and better products, increased 
efficiency and lower costs. But there are other problems. 

3. Let us for a moment consider the problem of maintaining a 
full utilization of our human and material resources, while at the 
same time maintaining a stable dollar. As we move through the 
1960’s with a rapidly growing labor force, we must and can con- 
tinue to maintain high levels of employment. Butwe must be care- 
ful to pursue policies designed to create new jobs by means which 
will not jeopardize the incomes of those already employed, or the 
welfare of those dependent on such income. 

High levels of employment and the effective utilization of ma- 
terial resources depend upon a sound dollar and the resulting con- 
fidence which creates incentives to save and to invest in produc- 
tive job-making enterprise. Arbitrarily increasing the volume of 
income payments through wage increases without increases in 
productivity, or through Federal outlays for nonproductive pur- 
poses, can never increase the total of -real purchasing power. 
Nor can it contribute more than temporarily to greater overall 
employment. 

But despite all of these dangers, and the tremendous efforts 
that the President has made to balance the budget, the fight has 
not yet been won. Although we are the richest nation in the world, 
and although our output and prosperity are at an all time high, 
nevertheless we will enter the new decade with Federal expendi- 
tures in excess of income if we yield to those who insist on spe- 
cial benefits for the few rather than security for all. 

4. This brings me to my fourth point, the maintenance of a 
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strong program of national defense with adequate provision for 
research and development. 

Apart from the considerations of security in which all of us 
have a vital personal interest, Government expenditures for de- 
fense as well as other expenditures will have a tremendous impact 
on markets in the 60’s, as they have during the past two decades. 

Last year total purchases of goods and services by governments 
at all levels accounted for a little over 20 per cent of the gross 
national product. Expenditures of the Federal Government ac- 
counted for 12 per cent. This volume of expenditures also had an 
immeasurable impact on private spending. 

We cannot, of course, predict what the annual variations in this 
figure might be, but there is little reason to believe it could be 
substantially reduced. In the area of Federal Government expendi- 
tures, 85 per cent of the total represents national defense (includ- 
ing mutual security) and certainly this cannot safely be reduced 
until there is greater international understanding and agreement. 

Of special importance to markets in the 60’s is the Federal 
program of research and development, the budget for which last 
year was almost five billion dollars. While a considerable amount 
of this research is directed to military or outer space require- 
ments, it can be said with confidence that at least half of it can 
also benefit our civilian economy. 

Many of the new products which have been placed on the market 
in recent years resulted directly from Government research pro- 
grams, the findings of which are given to private industry imme- 
diately, or as soon as security considerations permit. This prac- 
tice may be expected to continue throughout the 1960’s. We have 
only begun to tap the reservoir of new and better products which 
this research will ultimately make possible. As many of you know, 
our Office of Technical Services distributes reports of the fruits 
of Government and Government-sponsored research, 

5. Finally, marketing in the 1960’s, like all other segments of 
our economy, will be strongly influenced by Government actions in 
dealing with the other free nations of the world, and in meeting the 
threat of Soviet aggression. The attainment of a peaceful world, 
freedom from the fear of nuclear attack, and the benefits which 
would accrue to all peoples throughout the world as a result of 
reductions in expenditures for defense and freer international 
trade cooperation, surmount all other goals. 

Toward these ends the Federal Government will strive in every 
possible way and with every possible means. And pending the so- 
lution to these problems which must come one day if we are to 
avoid a world holocaust, we must and will remain strong at home. 
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Only by a sound domestic economy can we expect to meet any 
threat in a world of armed uneasiness or contribute to an im- 
provement in world relations. This position was recently empha- 
sized by the President in these words: 


“Our whole position in world economic affairs is de- 
termined by the health of our economy and the soundness 
of our money. If we should neglect those at home we 
could soon become powerless abroad—our prosperity, our 
security, our freedom would be jeopardized. The con- 
cerns of ‘foreign’ policy are not something remote and 
apart from the rest of our activities; they are deeply 
rooted in the very center of our local, personal pursuits 
day by day.’’ 


All of the programs and objectives which Ihave discussed today 
in terms of Federal Government activities or responsibilities will 
strongly influence marketing in the 1960’s and in the decades 
which follow. Success or failure in these areas of broad public 
concern may well determine not only the extent of economic sta- 
bility and growth, but the market profitability and stability of any 
individual business concern as well. 

I have discussed these matters in terms of government actions 
and responsibilities. Now, of course, there is no such thing as 
Government apart from the people who guide its decisions and ac- 
tions. And so the basic responsibility comes back to you. 

Government can affect the environment in which you will be 
doing business and can provide productive services. If you would 
like to receive useful and accurate facts and figures to assist in 
guiding your business decisions—if you wish to continue to operate 
in a system of free competitive enterprise with equal market op- 
portunity—if you recognize the importance of a strong national de- 
fense with adequate provision for research and development—if 
your current investments, your future opportunities or the securi- 
ty of your future income or savings are dependent on a stable dol- 
lar—and if you desire to live in a free world—then you must par- 
ticipate in the public discussions and the decisions which will 
largely determine these matters. 

The benefits to each of us from adherence to democratic prin- 
ciples and the fulfillment of our individual aspirations through 
freedom of action and choice, can be no greater nor more secure 
than the vigor with which each of us individually meets his per- 
sonal responsibilities in the struggle to safeguard democracy and 
peace. It is a struggle which has not yet been won. Let us all 
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resolve to make a stronger effort in the immediate future and in 
the decade ahead. 

For, to adopt and paraphrase a great oration of Pericles of 
Athens, reflect that the greatness of America was made possible 
by men who knew their duty and had the courage to do it. 
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AMA COMES OF AGE 
Neil H. Borden* 


Y directive for this presentation was something as follows: I 

quote, ‘“‘It is two decades now since the American Marketing 
Association was formed by the merger of the National Association 
of Marketing Teachers and the American Marketing Society. Sev- 
eral of the Program Committee feel that it would be desirable to 
point out the contributions which pioneer members have made in 
winning acceptance for the marketing concept in the American 
economy. Will you make a review of the Charter members, that 
is those of 1938, and determine whether our premise is correct 
that these people as teachers and practitioners in marketing have 
played a significant role in furthering the marketing concept. A 
review of the roles should quickly establish whether our hypothesis 
is correct. If so, we would have a highly desirable affirmation of 
the key part played by the American Marketing Association in the 
marketing area.’’ 

Just how should I test the Program Committee’s hypothesis? 
How would one measure the part played by a group of individuals 
toward the development of marketing practice and marketing 
knowledge? 

As I proceeded I got a bit angry. Do we really need to test the 
hypothesis? Is there any doubt that our Charter members have 
contributed greatly to the development of marketing practice in the 
United States? Is there any doubt that they have done much to 
bring appreciation among American business executives of the 
need to orient their thinking, their planning, and their doing to the 
facts of the market? So here comes my effort to establish as true 
an hypothesis that should be readily recognized as evident among 
all sensible men. 

First, let us clear away some statistics which may help estab- 
lish the validity of our hypothesis as to the significance of the 
Charter members in contributing to the marketing knowledge and 
practice of this nation. 


*Neil H. Borden, Professor, Harvard University. 
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On January 1, 1938 the Association published the first roster of 
its membership. This list, so far as the remaining records show, 
included people who had come from the merged teachers and busi- 
ness associations in 1937 together with the members who joined 
that year. Of the total list of 622 members, 234 or 38 per cent 
were in academic work, 377 or 60 per cent were from business 
organizations, and the remaining two per cent were in government. 
It is interesting to note the marked contrast of those figures with 
the present membership of 7600, a twelve-fold increase in 21 
years. Of the 7600, ten per cent arein academic work, 88 per cent 
are in business, and two per cent arein government. The business 
growth of this Association is one of the most striking indicators of 
the growth of marketing sophistication in our economy that is to be 
found. It reflects the drive of management to have the marketing 
facts needed for our ever growing and complex business structure. 

Some of the Charter membership group have died, others have 
retired. Inspection of the list indicates that those living and un- 
retired have, for the most part, pursued careers which have kept 
them in the marketing field, as teachers, members of marketing 
research organizations, consultants, or members of business or- 
ganizations marketing products or services. Those who have 
passed on or retired were similarly active in marketing until 
death or retirement. Of the 622, some 134 or 22 per cent have 
shown enough pre-eminence to have appeared in Who’s Who. Un- 
der the listing procedure of Who’s Who, they have qualified be- 
cause they have been (I quote) the ‘‘authors of books possessing 
more than ephemeral interest or value—books which have received 
a considerable degree of recognition by the general public or which 
have attained wide usage by special groups or classes; or they 
have been principals of large national businesses; or persons who 
have accomplished some conspicuous achievement, something out 
of the ordinary~—something which distinguishes them from the vast 
majority of contemporaries.’’ Thus, we can see that a substantial 
per cent of the Charter membership group, through writing, in- 
fluential position, or conspicuous achievement, have shown leader- 
ship qualifying them for Who’s Who recognition. The work so 
qualifying them has been in considerable degree in the area of 
marketing. 

Let us look at the recognition given the group by the granting of 
honorary awards in the marketing field. 

Of the 26 men who have been given the Paul D. Converse 
awards, 16 or 62 per cent are to be found in the list of Charter 
members of the Association. These awards ‘‘in recognition of the 
outstanding contributions to the advancement of science in 


marketing’’ have been given primarily for leadership of the re- 
cipients in contributing to marketing knowledge and thought, for 
the most part through their writings. The contributors have been 
judged by a broad jury of leading marketing students. The awards 
have been given without reference to affiliation with the American 
Marketing Association. The entire field of marketing writing and 
thought published over the last half century has been included in 
the search for recipients. Clearly, the Association has attracted 
to its Charter membership in 1937 a large segment of those who 
have been marketing thought leaders of the last four decades. 

The Hall of Fame in Distribution award given by the Boston 
Conference on Distribution ‘‘for distinguished contributions to the 
advancement of distribution’’ has been awarded in large degree to 
principals and executives of business organizations who have been 
responsible for new methods of distribution, or have made signifi- 
cant contributions to the methods of reducing distribution costs, or 
have been responsible for important advances in distribution man- 
agement, or have to their credit outstanding achievement by means 
of marketing and sales programs. Accordingly, the ratioof Amer- 
ican Marketing Association Charter members in the Hall of Fame 
group is not so high as in the Converse award list, for the Asso- 
ciation membership during 1937, with a few exceptions, was com- 
posed of teachers of marketing and men in business engaged in 
marketing research work. Of the 159 persons who have been voted 
to the Hall of Fame in Distribution, 33 or some 20 per cent of the 
total have been Charter members of the American Marketing As- 
sociation. Sixteen of these were business practitioners or teach- 
ers turned marketing practitioners. The remaining seventeen 
qualified for awards for ‘“‘significant activity or publication con- 
tributing to a better understanding of the place of distribution in a 
free society’’ or for ‘‘educating the public to the importance of the 
distribution function in our economy.’’ 

The Parlin Memorial Lecture award ‘‘for distinguished con- 
tributions to the science of marketing’’ has been made to ten men 
Since its establishment in 1946. Of these, seven have been Amer- 
ican Marketing Association Charter members. Here again, the 
leadership qualities of the group have been recognized by their 
peers. 

So much for the statistics of leadership among our Charter 
members. Let us discuss something more interesting—the part 
that the Charter members, their later associates, and this Asso- 
ciation may have played in this period in ‘“‘winning acceptance for 
the marketing concept in the American economy.’’ 

First of all, what do we mean by the ‘‘marketing concept?’’ 
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Has this concept gained a recognition at the present time which 
was lacking in 1937-38? And, if so, has this Association and its 
Charter members played any significant part in bringing about the 
growing recognition? 

As with many buzz words, there have been varying interpreta- 
tions of the term ‘‘Marketing Concept.’’ These varying interpre- 
tations and a tendency sometimes to use the word without clear 
definition have led often to fuzziness as to its meaning. Let me 
give you my understanding of it, in order that I may make my 
reasoning clear as we proceed. 

The marketing concept refers to the complex of ideas support- 
ing the generalization that the problems of business management 
in our high level economy increasingly arise in the market, par- 
ticularly from the forces exerted by consumers, the trade and 
competition, with the resultant need of management to understand 
and be oriented to the market and its forces. Managers must op- 
erate on the basis of the facts of the market and possess good hy- 
potheses regarding market behaviour, present and future. 

One of the most widely accepted truisms is that management 
no longer can be primarily production oriented. Rather it must 
fashion production to the requirements of rapidly changing mar- 
kets. As we all know well, in our business world little stays put. 
Change rules. As compared with the past, the tempo has acceler- 
ated. 

The size and character of the consumer group is subject to 
constant change. There has been an amazing growth in population. 
More significant has been the increase in the gross national prod- 
uct that has been so distributed among families as to afford un- 
precedented markets for an ever increasing range of products. 
We have come to appreciate how changing social environment de- 
termines in large degree what people want and consume. At the 
same time we have come to realize the need of better understand- 
ing of the consumer’s behaviour, his motives, his attitudes, and 
habits, at any particular time. We need to know the shifting day- 
to-day facts about consumers and to adjust operations thereto. 
We have learned that demand tends to be fickle in a high level 
economy, and hence calls for quick indicators of what goes on in 
the market. But increasingly, we have come to appreciate the 
need of comprehending long-time trends in social habits and atti- 
tudes, for these in large degree shape the future of business op- 
erations, 

Competition changes. Competitors adjust to the changing mar- 
ket, but they also create change. Industrial research has been al- 
most universally adopted and has claimed an increasing part of 
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corporate operational expense. These increased research dollars 
have employed an almost explosive expansion in technology to 
usher in new productive processes and new products of all kinds. 
To meet such competition each manufacturer is compelled to car- 
ry on constant reconnaisance in the market to protect his own po- 
sition. The facts of the market rule. Management increasingly 
has found it necessary to set up product planning departments to 
appraise the value which the market will place on new product 
ideas. These departments, employing marketing research, work 
with Research and Development departments to keep the current 
line competitive and to seek assurance that the corporation will 
have those things which will assure a profitable operation a few 
years hence. 

In order to get stability in such a changing world the widening 
of product bases has become the rule. Mergers and new product 
lines are the means whereby business hopes to reduce the risk 
attendant from sales in any one product line. 

The ever increasing complexities of operating large businesses 
in such a dynamic world has ushered in long-range planning in all 
phases of business—planning the requirements for capital, labor, 
plant, executives, and so on. All long-range plans start with mar- 
keting and projections as to what products in the company’s line 
will be in demand and in what measure in the years ahead. Under- 
standing of the trends of consumer wants and of competition is 
basic to such projections. 

The channels of trade change. Distributors adjust to a shifting, 
changing population. For instance, retailing has moved to meet 
suburban growth. Moreover, a free economy produces retailers 
seeking new ideas on how to meet consumer needs and attract con- 
sumer patronage. We have seen in recent decades the develop- 
ment of the corporate chain, the countering growth of the volun- 
taries, the spread of self-service, the growth of supermarkets, 
the entry of the disruptive discount house, andthe spread of branch 
department stores. Here, again, management has found important 
the need of having facts of the day-to-day changes in methods, hab- 
its, and motives of the trade and good hypotheses as to the char- 
acter of the channels of tomorrow. 

These forces from the consumer, competitors and the trade, 
operating in a dynamic environment, are comprehended in the 
marketing concept. I could go on in elaboration of the needs of 
management for dependable facts to guide today’s complex oper- 
ations, and for good concepts by which to plan operations for a 
future that we know will be far different from today. I could 
talk about the great need for improving our measurements of 
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advertising and personal selling effort—of finding ways to increase 
the effectiveness of what we do in all areas of marketing opera- 
tions. But such elaboration is not needed. 

Appreciation of the things I mention has become general among 
good managements. The marketing concept, that is the need for 
business to be oriented toward the market and its forces, clearly 
has an acceptance far beyond that of two and three generations 
ago. In days of smaller businesses, of simpler, more stable de- 
mand, business proceeded with far less resort to seeking out the 
facts of the market. In 1920 there was almost no organized mar- 
keting research within companies or outside. By 1937 manage- 
ment had edged toward some appreciation of the need for market 
facts and understanding. That it had not gotten very far, however, 
is indicated in an article in the July, 1936 issue of the American 
Marketing Journal written by Frank Coutant, who hadbeen selected 
to be the first President of the new American Marketing Associa- 
tion. Writing on ‘‘Where Are We Bound in Marketing Research,’’ 
he outlined the considerable growth in corporate industrial re- 
search in the preceeding 25 years and stated there was at the time 
some 1600 production research laboratories employing some 
35,000 workers and spending some $200 million. Incontrast, ‘“‘En- 
gaged in marketing research as professional practitioners, there 
are not more than 30 well-qualified executives, somewhat less than 
500 full-time workers, plus 1000 or so part-timers, and at the 
outside not over $3,000,000 a year in financial support.’’ 

Today, the demand for marketing facts and for understanding is 
far greater than it was in 1937, a fact attested by the twelve-fold 
growth in the business membership of this Association to which I 
alluded earlier. Full acceptance of the marketing concept has not 
been gained, but management has come a long way. An editorial 
which appeared in Sales Management of March 20, 1959 provides 
an eloquent testimonial as to progress made toward acceptance of 
the concept. I read that editorial: 


An Historic Marketing Paper 

We could hardly believe our eyes when we read the 
opening paragraph of a press release from the National 
Association of Manufacturers. It said: 

Every segment of industrial management—engineer- 
ing, production, finance, and administration—must be 
represented on a company’s marketing team if that com- 
pany expects to operate profitably in today’s complex 
business world, according to the National Association of 
Manufacturers. 
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The press release further stated: 

In announcing publication of a pamphlet entitled To- 
morrow’s Corporate Marketing Operations, the NAM said 
marketing can no longer be considered merely one more 
isolated function of management. 

In this exciting age of change, marketing is the beat- 
ing heart of many operations. It must be considered a 
principal reason for corporate existence. The modern 
concept of marketing recognizes its role as a direct con- 
tributor to profits, as well as sales volume. 

No longer can a company just figure out how many 
widgets it can produce and then go ahead and turn them 
out. To endure in this highly competitive change-infested 
market, a company must first determine what it can sell, 
how much it can sell, and what approaches must be used 
to entice the wary customer. 

The president cannot plan; the production manager 
cannot manage; the purchasing agency cannot purchase; 
the chief financial officer cannot budget, and the engineer 
and designer cannot design until the basic market deter- 
minations have been made. 

These are historic words—coming from the NAM. 

We regard issuance of this pamphlet, based on a sym- 
posium staged at the sixty-third Congress of American 
Industry last December, as a major shift in traditional 
NAM philosophy. 

Only one marketing executive—J. A. Mcllnay, vice- 
president, marketing, Electric-Storage Battery Co., was 
on the panel. Other members: the president of Worthing- 
ton Corp.; president of The Gillette Co., assistant treas- 
urer of U. S. Steel Corp.; vice president, engineering, 
General Electric Co.; executive vice president, Lebanon 
Steel Foundry Co., and the president of a management 
consulting firm. 

One symposium, and one pamphlet although published 
by NAM, of course, do not mean that the 16,000 some 
company members of NAM either are in full accord with 
the pamphlet’s philosophy, or that they practice it. But 
all of us in selling should welcome the interest of NAM. 
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Has the American Marketing Association and its Charter mem- 


bers played an appreciable part in the development among business 
managers of the appreciation of the need of business being market 
oriented? 
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Let us not assume too much for ourselves. The drive for mar- 
ket facts and an understanding of them has arisen out of the needs 
of business. As management felt the need for marketing facts and 
marketing measurements to solve its problems, it set up special- 
ists to seek out these facts. The growth of marketing staff men in 
companies, and of marketing research agencies in the past two 
decades has been little less than meteoric. It was natural for the 
teachers of marketing, who study and teach marketing manage- 
ment, to come together with the business group whose tasks in- 
volve fact finding and analysis of the facts, thereby to enable the 
teachers to keep up with the developments in business and to in- 
terpret them. 

This study of the market was a new field of endeavor and called 
for hard work. This endeavor may still be deemed to be in a pi- 
oneering stage. The techniques of fact gathering have had to be 
developed. Skills in analysis of market facts and their bearing on 
management problems have had to be gained. Hypotheses regard- 
ing consumer behaviour have had to be formulated. The methods 
of marketing measurement, still crude, have had to be sharpened. 
Beyond these things a broad understanding of what has been taking 
place in the marketing of goods and service in our economy has 
been greatly needed and consequently sought after. We are turning 
increasingly to the social sciences for new fact finding techniques 
and new concepts as to consumer behaviour to help in this under- 
standing. 

The American Marketing Association came into being to serve 
those who undertook these tasks of fact finding, fact analysis, and 
marketing understanding. Its Charter membership was made up of 
men striving to improve their skills in collecting and analyzing 
marketing facts and in understanding the marketing process. To 
meet and discuss their problems was a significant stimulus to 
their learning. Its members became broader gauge as a result of 
the Association’s activities. At its Conferences and in its Journal 
many of the most significant ideas and pronouncements on mar- 
keting have been delivered. The Association has been the one or- 
ganization in the land devoting itself solely to the development of 
science in marketing. 

It is easy to understand why so many of the Charter members 
have been qualified for the distinctions in marketing which I re- 
counted earlier. They and those who have later joined them have 
been students of marketing. Not only have they sought out facts, 
but also they have tried constantly to gain a better understanding 
of the meaning of these facts in our economic life. Their writings 
and addresses have been a force in leading management to a 
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growing appreciation of the need to look to the market in their 
planning. 

With the passage of time, some of the Charter members have 
gone into top management jobs and have carried the marketing 
concept to those jobs. Others have become principals of impor- 
tant consulting firms and marketing research agencies and there- 
by have influenced management’s understanding of the marketing 
concept. 

But equally or more significant than the writings and manage- 
ment and consulting efforts of these few has been the part of all 
Charter members and later associates in influencing the develop- 
ment of an educational organization which has served a rapidly 
expanding membership. These people have supplied manage- 
ments with facts and analyses which have gained increasing recog- 
nition with the passage of time and a better quality of work. The 
small membership of 1937-38 has become a large membership. 
During all the years the contact of this growing staff group with 
management has helped to bring to every enterprise involved an 
appreciation of the marketing concept. Similarly, the educational 
group in the Association, whose job is to train future executives, 
have benefitted from their association with one another and with 
the business group. 

On one final thing I wish to comment. When discussing the re- 
cipients of the Hall of Fame in Distribution I pointed out that the 
great majority of awards there have been made to operating execu- 
tives, who have played an important part in initiating new market- 
ing methods or in carrying out marketing programs of distinction. 
Our Association members have been and continue to be primarily 
an organization of staff planners and teachers. We have been stu- 
dents. 

As the Association has matured, management has come in- 
creasingly to rely on these planners to find good answers to the 
problems they face. The primary need of business in this area 
has been to have staffmen with broad enough training and under- 
standing to develop plans for action that are supported well by the 
facts and concepts of the planners. The top marketing research 
executive in any company should have a broader grasp of market- 
ing than any man in the organization. Ideally he should be crea- 
tive as well as analytical. Often in the past the attention of too 
large a part of the Association’s membership has been centered on 
the techniques of fact finding rather than on the task of solving 
important present and future problems of management. We have 
constant need to keep our sights high. 
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Personally, I hope that the Association will continue to be dom- 
inated by students of marketing. I hope its conferences and its 
Journal will be devoted to stimulating thought and understanding 
of the forces of the market to which business must adjust. If we 
proceed in this fashion and our contributions are really signifi- 
cant, then in time I anticipate that an appreciable number of top 
line executives of business who have come to be market oriented 
will be attracted to membership. They will be marketing students, 
too. What we produce and the way we offer it will have to be good 
enough to command their interest and time. 
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IMPLEMENTING THE MARKETING 
CONCEPT FROM A COMPANY 
POINT OF VIEW 


Anthony E. Cascino* 


LL too often, I believe, we are inclined to describe the imple- 

mentation process of the marketing concept in terms of a se- 
ries of physical manifestations. 

The discussion goes something like this: In our company all of 
the various demand side activities—from product research, to ac- 
tual sales—are brought together into a coordinated whole—report- 
ing to the marketing vice president. This revised organizational 
approach—creates a completely integrated system. Functions 
which formerly operated in an independent and autonomous manner 
—now are viewed as an integral part of an indivisible force. The 
marketing team makes a position audit, determining its future ob- 
jectives, and resolves its communications platform. Eachmember 
prepares his own phase consistent with the total objective and ba- 
sic theme. After synthesis, the marketing program is launched and 
executed. Final appraisal of the activity becomes a part of the 
position audit for the next marketing program and the cycle begins 
to repeat itself. 

Essentially, this approach describes only the mechanism 
through which the marketing concept can be implemented. The 
most obvious and immediate effects of the so-called modern mar- 
keting concept has been the recognition that all activities which 
have a bearing on the decision of the ultimate consumer must be 
regimented into complete coordination—no longer can we allow 
each element to operate autonomously and within a vacuum. 

But this revised organizational structure—as important as it 
may be—will not assure effective implementation of the marketing 
concept. We have had too many sad cases wherein the company 
elected a marketing vice-president—gave him all kinds of authority 
—and nothing happened. 


*Anthony E. Cascino, Vice President, International Minerals & Chemical Corp. 
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Because, even more basic to a successful implementation of the 
marketing concept—than a mere realignment of duties and respon- 
sibilities~is the recognition that the marketing concept is a way 
of life, a philosophy, a mood and an atmosphere that must be gen- 
uinely embraced by each and every participant—not the least of 
whom is top management itself—and that this new attitude is not 
automatically forthcoming by merely asking an individual to start 
reporting to a marketing vice president. 

Accordingly, I would like to describe our implementation proc- 
ess by emphasizing the manner through which we have attempted 
to imbue our people with the spirit necessary to an effective exe- 
cution of our marketing plans. 

Although we are a widely diversified company, I would like to 
use our Agricultural Chemicals Division as a case in point. This 
division sells phosphate rock, triple superphosphate, and potash 
to manufacturers of mixed fertilizers—who in turn sell the com- 
pleted product to dealers and farmers for application to the soil. 
The products are completely standardized and are sold on speci- 
fications. Phosphate rock is sold by grades and B.P.L. units; 
triple superphosphate is sold according to available phosphoric 
acid; and potash is identified as 60 per cent muriate. The physical 
appearance of the product has no eye appeal. The purchaser is a 
technician; the salesman is a technician, and the message is con- 
veyed in technical terms. Until recently, the only responsibility 
assumed by us, as a supplier, was to get the product to the right 
place, at the right time, and at the right price. Beyond this the 
customer ran his business, and we ran ours. Accordingly, the 
only latitude for soliciting the customer’s favor was the sales- 
man’s personal charm, 

While this approach proved adequate during a long period of 
short supply, inventory build-up in the subsequent buyer’s market 
prompted our company to take a fresh look at its marketing be- 
havior. They hired a marketing vice president, and brought to- 
gether certain marketing functions. This was a commendable and 
courageous step—especially in so prosaic an industry—but we were 
still a long way from a successful implementation of the marketing 
concept. What we needed was a recognition that the customer is 
not the personal property of the salesmen; that, in fact, he is the 
company’s most treasured asset. That we are beholden to the 
customer, and not the other way around. And that we must func- 
tionally, tangibly, and productively demonstrate our right to com- 
mand his purchasing power. 

But this philosophy would not be fostered by brash assertions 
from a Johnny-come-lately. We had to have facts. To support our 
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contention, we conducted a survey among a representative group of 
our customers. 

Here is what our survey showed: Because the industry had 
converted from one of short supply to a condition of excess ca- 
pacity, demand side problems were paramount. Through most of 
the post war period, the fertilizer manufacturer had little need for 
developing sophistication and proficiency in marketing and mer- 
chandising—and now the customer was in desperate need of help. 

And he was not vague about the areas in which he solicited as- 
sistance. As our intermediary talked to the customer, five spe- 
cific activities rose to the forefront of greatest need and urgency. 
First, a typical fertilizer manufacturer will serve from fifteen to 
twenty counties immediately adjacent to his plant. He wanted help 
in determining the total potential of the area and the relative po- 
tential of each county. Market analysis. Secondly, he wanted help 
in hiring, training, and paying salesmen. Thirdly, he wanted to 
learn more about the field of advertising and sales promotion; how 
much to spend; what makes a good headline; when to use bill- 
boards, etc. Next, customer meetings—either dealers or farmers 
—is a widely prevalent activity in this industry. The customer 
wanted assistance in improving the attendance and effectiveness of 
such meetings. And finally, because transportation charges may 
often exceed the cost of the product, and because transportation 
rates seemed to be destined to increase forever, the customer 
wanted expert assistance in the following areas: selecting the 
most economic route and medium of transportation, fighting freight 
rate increases, and in settling freight claims. 

That is what we learned from our survey of a representative 
number of our customers. We were certain that this information 
provided us with a basis for inculcating the proper philosophy 
among our associates—a new appreciation for the responsibilities 
of a supplier which is so basic to a successful implementation of 
the marketing concept. Customers responses were taped so that 
our colleagues could hear for themselves—without the suspicion of 
doctored interpretations. 

Also, the findings of the survey presented us with the format 
for a whole new marketing program. If we could find some way to 
effectively and economically fulfill these needs—as expressed by 
our customers—then we would have provided them with a justifia- 
ble reason for selecting us as their supplier—even though there 
was no difference in the products produced by all companies. By 
providing these services, we would be giving the customer a com- 
plete package—of which, the product was only one part. And this 
package would not only be different, but also superior to anything 
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being offered by our competitors. We also were confident that the 
power of this package could not be easily thwarted by a deviation 
from prevailing prices. 

While we were willing to render service in the five areas of 
greatest need, the factor that gave us great concern was: how 
could we do it economically, and yet effectively? We recognized 
that it was impractical to consider the maintenance of a staff of 
experts—who would be available—on a full time basis—to serve 
any and all customers. This would be prohibitively expensive. 

Instead, we decided, and I believe quite properly, that our field 
salesmen should be the focal point in providing these services. To 
make them proficient in these specific areas of need, we would 
bring the salesmen into the home office—for an extended period— 
and give them a complete and thorough training on each facet. And 
by doing this, we would not only make them strong proponents of 
the market concept, but also, we would lift our field force from the 
level of order seekers to the preferred position of a personal con- 
sultant and confidant of the customer on many phases of his busi- 
ness. In addition, to assist both our salesmen and the customer 
in the actual execution of any activity—such as a market analysis 
program, or the development of an advertising campaign, or the 
conduct of a dealer meeting, etc., we would prepare a series of 
manuals—on each of the five areas of service. These manuals 
would not be reasonable facsimiles of general texts, but down-to- 
earth books that use the vernacular of the industry, pose problems 
and cite examples that are encountered every day by our customer, 
the fertilizer manufacturer. An important point must be noted: 
these manuals are not intended to supplant the services of the 
salesman. He alone provides the services. The manual fulfills 
two basic purposes. First, to help the salesman orient the cus- 
tomer, and to give the customer a reference for solving problems 
when the salesman is not available. And, secondly, the manual 
would be constant reminder to the customer—that International 
Minerals and Chemical Corporation was truly his partner in busi- 
ness. This was an essential part of our program because our 
survey among customers—which I referred to earlier—showed that 
not only could we gain strong non-price appeals by providing these 
needed services—but also we must provide these services ina 
manner that would accrue recognition and credit to our corpora- 
tion. In part, the manuals served to accomplish this end. 

While the survey provided the facts upon which we could build 
both a spirit of customer consciousness within our company, and 
also an effective approach to our customers, we still lacked an 
important element—which is essential and vital if the marketing 


IMPLEMENTING THE MARKETING CONCEPT 47 


concept is to become a living philosophy. The idea—in addition to 
being fundamental, irrefutable, and sound—must also appeal to the 
emotions; it must become a vibrant entity that reaches the hearts 
of men; it must be exciting and stimulating; and it must be a rally- 
ing point through which a company can express genuine and sin- 
cere concern for the customer’s welfare. I amsure you will agree 
that this was a man-sized task in a sterile industry that had been 
so devoid of life, sparkle, and glamour. 

We felt that because our program would be viewed as revolu- 
tionary—and for this reason might prompt skepticism, that we 
would have to go all the way—and envelop the basic idea within an 
atmosphere of excitement, advancement, courage, and confidence. 

To accomplish this we decided to hitch-hike onto a current 
topic of high conversational value—and also one that lent itself to 
dramatic and exciting visual support. And that was the space 
theme—which—at that time—had been so effectively launched by 
the first Russian Sputnik. 

Accordingly, we called our program ‘“‘International’s Full Orbit 
Service’’—with the tag line—‘‘Out of this world service—for down 
to earth results.’’ 

Our first job was to stimulate our own people. And when they 
attended the first meeting which announced this program—they 
were exposed to a wholly new approach for industrial marketing. 
The convention hall was decorated in rockets, sputniks, missiles 
and spacemen—dazzling lights danced about the room in motion 
and color—film clips with strong audio support set the mood for 
our own Cape Canaveral—identification badges, place cards, agen- 
das, and speeches, all borrowed on space language and decor. 
Speakers were launched with a blast of CQ, and appropriate sound 
effects. Space damsels—looking very much like this planet’s cig- 
arette girls—served as bearers of the props. The sales force was 
divided up into competitive teams~which were named after our 
country’s interplanetary missiles. Prizes, rewards, and incen- 
tives were offered to stimulate the men. 

This same excitement was transmitted to the customer—similar 
treatments were provided at various customer conventions and 
regional meetings; advertisements, direct-mail and give-aways— 
all drew on the space theme—but each continued to effectively con- 
vey the basic message—‘‘Now—from International a new kind of 
service to help you sell more merchandise profitably.’’ In addi- 
tion, we held a press party—inviting all of the editors of the trade 
press. They, too, were subjected to the same dramatic treatment 
as our customers and salesmen. But we recognized that while we 
could have a lot of fun entertaining them, these editors, with their 
scrutinizing minds could only be finally convinced with a strong, 
basic story that had great news value. So they also got the 
complete nuts and bolts story of our Full Orbit program. 
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This program was launched over a year ago. Full Orbit has 
become an entity unto itself; it has been affectionately and effec- 
tively embraced by company personnel—as evidenced by the doz- 
ens of ideas and suggestions for augmenting and improving Full 
Orbit—that eminate from all quarters. We are truly a customer 
conscious company, and our marketing concept is a living philos- 
ophy. This spirit has permeated our customer group; our image— 
among them—is one of productiveness and assistance; the only 
company with a constructive program to help the customer through 
trying times of excess supply and price competition. But the real 
proof of the pudding lies in the commendable increase in new cus- 
tomers and overall sales. And the best evidence of our apprecia- 
tion for Full Orbit is that it will be greatly expanded during the 
coming year. 


| 
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THE EDITOR LOOKS AT THE 
MARKETING CONCEPT 


S. R. Bernstein* 


F I were an industrial advertising manager standing on the 
threshold of ’60s, I would throw out my chest, square my shoul- 
ders, raise my eyes to the far horizons and say to myself: 

‘*Boy, am I lucky. Opportunity is not only knocking at my door 
—the old gal is practically battering it down. I am sitting pretty. 
I am really going to get somewhere in the next ten years—and I am 
going to enjoy myself to boot.’’ 

I would get down out of the stars and look at myself sternly, 
and I would say: ‘‘Now wait a minute boy. Not everything is going 
to be a lead-pipe cinch. There are going to be some pretty tough 
problems to solve.’’ 

Well, the more I thought about it, the more it seemed to me that 
this was also—and precisely—what I should say to you. Because it 
is true. The so-called ‘‘marketing man’’—that is, the marketing 
researcher, the market analyst, the staff planner on marketing 
problems, stands within sight of personal business opportunities 
that most of us who were in at the birth of the American Marketing 
Association some 22 years ago would not evenhave dared to aspire 
to. 


What are we trying to accomplish with this new mar- 
keting management division in AMA? Wendell Smith’s 
answer: 

Simply to recognize that, with the ascendancy of the 
marketing concept, all marketing people—educators, re- 
searchers and managers—have become concerned with 
the managerial aspects of marketing. Additionally, busi- 
ness units are increasingly calling up marketing people to 
perform general management tasks. Hence, AMA is 
responding once again to the needs of its members. 


*S. R. Bernstein, Editorial Director of Advertising Age. 
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Historically, he continued, this response has taken the 
form of emphasis upon the scientific techniques of mar- 
keting research. We now seek to round out the picture 
by placing equal emphasis upon the scientific techniques 
of marketing management. 

It has been truly said—(and I am still quoting Wendell 
Smith)—that AMA’s work in marketing research, which 
established a rational basis for decision-making in mar- 
keting, set the stage for the marketing concept. We now 
seek to take the next step, that of increasing the ration- 
ality of management on a broader and more general ba- 
sis. 


The point is that I believe—and I am sure you believe—that by 
the end of the 1960’s, and probably a very great deal before that, 
the business that does not have an individual with the functions—if 
not the actual title—of ‘‘marketing manager’’ will be very rare. 
The ‘marketing manager’’ will be in over-all charge of all phases 
of company marketing—personal selling, sales promotion, adver- 
tising, marketing research—and he will have tremendous influence 
on product lines, on product development, on pricing, on distribu- 
tion methods. . .on practically everything. 

This growing emphasis on marketing and the type of organiza- 
tion necessary to carry out the demands of the marketing concept, 
all by itself guarantees better jobs and more importance for 
everyone concerned with any phase of marketing operations. But 
there is nothing startling in all this~you have recognized it here 
in this association. 

What is startling, I believe, and what no one has spelled out in 
bold, specific terms—even though many have hinted at it—is that 
the new concept of a marketing manager bears precious little re- 
semblance to the traditional concept of the sales manager. And 
yet, up to this point in the development of the marketing concept 
as a way of corporate life, the usual, normal procedure has been 
to move the sales manager, or the vice-president in charge of 
sales, into the post of marketing manager or vice-president in 
charge of marketing. 

I predict, in all seriousness, that such almost automatic ele- 
vation of the sales manager into the marketing management spot 
will not continue. I predict, in all seriousness, that as the mar- 
keting concept becomes more generally accepted and more care- 
fully developed, two other developments will follow right along. 

First, that the advertising manager and the marketing re- 
searcher or market analyst, or whatever you want to call him, will 
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tend more and more to develop company stature which places them 
on a par, in authority and importance and pay, with the sales man- 
ager; and second, that the marketing researcher and the advertis- 
ing manager will get more and more consideration for the top 
marketing post, along with the sales manager, as the question of 
filling that post comes up. 

There is a tremendous mass of evidence to prove, first, that 
the sales function—and I am talking about the function of personal 
face-to-face selling over which the sales manager has traditional- 
ly presided—is becoming relatively less important; and second, 
that the marketing concept calls for a type of individual and execu- 
tive whose personal profile is by no means synonymous with that 
shown by the traditional sales manager. 

The other day I happened to pick up a little syndicated house 
organ called ‘‘Advertiser’s Digest,’’ and I was interested to see in 
it an article headed, ‘‘The Sales Manager’s Place in Marketing In- 
tegration,’’ 

I was interested to discover that this was condensed from a 
speech given to the Sales Executives of St. Louis by Ben E. 
Edscorn, who is~guess what: director of marketing research of 
International Shoe Co, 

Mr. Edscorn was extremely polite to his sales executives au- 
dience; or it may be that he does not believe, as I do, that the 
marketing concept robs the traditional sales manager of a great 
deal of the vigor and importance of hs one-time role. 

But it was interesting, and I thought significant, that Mr. Ed- 
scorn did tell his audience that 


The marketing team is not the team of marketing staff, 
plus the star performer—sales. It will never be a real 
team until it includes all marketing men. The problems 
to be solved are too complex and far-reaching to fall 
neatly into the old pattern. 

Total marketing is not just a matter of all other mar- 
keting functions serving the needs of sales in a better 
way; it also involves closer cooperation with, and under- 
standing of, other segments of the marketing team. And 
finally, although I don’t quite believe it, ‘‘The salesman 
will always be the star forward of the marketing team, 
but never again will he be the sole attraction.’’ 


Well, the fact is, as most of you know, that we have already 
witnessed a tremendous change in the role of the sales staff and 
in the corresponding role of the sales manager in many companies. 
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In the consumer goods field in particular, there are more and 
more companies in which the advertising operations are infinitely 
more important—and more costly in terms of dollars spent—than 
the direct selling operations. And there are even a fairly impres- 
sive number of companies which manage to do very well with no 
personal sales force, or with only a skeleton one. 

But it is not my purpose to downgrade selling or sales mana- 
gers. I do hope, however, to demonstrate quite clearly that selling 
and sales management, as we have known and accepted the terms 
for many years, are not the same as they once were—and that the 
qualities which we have traditionally looked for in sales managers 
are not necessarily the qualities which business will be looking for 
in the top marketing spot in an organization geared to the market- 
ing concept. 

In many areas already, even where sales forces exist, the 
name is definitely misleading. The vast numbers of salesmen 
calling on the grocery trade for manufacturers and distributors 
of nationally known products are, for the most part, not salesmen 
at all; they are detail men, or order takers, or merchandising 
men, or shelf fillers. Their function is service, not selling; and 
their manager’s job, while still dressed up in the trappings of 
traditional sales management, and still largely measured in terms 
of sales and orders, is a far cry from the traditional sales man- 
ager’s job of being a hot salesman himself, being a whiz at picking 
hot salesmen to work under him and above all of being a whiz at 
inspiring the men under him and making them produce. 

What remains of selling—and a good deal of it still remains—is 
steadily becoming less personal and more mechanized, with both 
the sales manager and his sales staff more and more dependent 
upon the kind of sales tools that are the work of market research- 
ers and advertising men and sales promotion people who may ex- 
hibit none of the personal characteristics which we like to asso- 
ciate with salesmen. 

I am not trying to prove that salesmen and sales managers are 
on their way out. They’re not. All I am trying to say is that the 
staff man—including the marketing researcher and the market 
analyst—might just as well recognize that his qualifications may 
very well fit him ideally to become a line man and the top market- 
ing executive of a company. 

At the very least, let us say that you don’t have to be a sales- 
man to be qualified for the top.marketing job in a company organ- 
ized along marketing concept lines; indeed it may be much better 
for you to be an egghead, with the kind of characteristics which 
are typical of great military strategists and tacticians, or college 
professors. . .or marketing researchers. 
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The business world we live in is, literally, the marketing man’s 
oyster. And among marketing men, I am convinced, the marketing 
researcher and the marketing analyst and the thoughtful advertis- 
ing man will find as many pearls in their oysters as will those 
traditional extroverts, the salesmen. . .and maybe even a few 
more. 

And that is why I say the so-called marketing man—the mar- 
keting researcher, the market analyst, the staff planner on mar- 
keting problems—today stands within sight of personal business 
opportunities which he would not even have dared to dream about 
20 years ago. 

And that is also why I want—this early in your ascendancy—to 
plead with you to temper your scientific minds and impulses with 
a leavening of humaneness and artistry. 

Frankly, I am more than a little afraid of you and your scien- 
tific associates, and your computers and your research studies 
and your IBM machines. I am a little afraid that as you acquire 
more and more influence and power i» marketing and selling and 
advertising, you may turn out * stultifying influence on 
American business if you teach us tu worship too blindly the new 
business gods of scientific inquiry and statistical computation. 

And here, too, I am very, very serious. 

We have built in this country an enterprise society which is 
showing very considerable signs of settling into a caretaker so- 
ciety. And I am more than a little afraid that the changeover 
which I think is inevitable—from the entrepreneur and the enter- 
priser and the old-fashioned expert at personal selling to the 
scientifically oriented marketing planner—may at the same time 
result in fewer marketing mistakes and fewer exciting marketing 
triumphs—in fewer wrong guesses and fewer sensationally right 
guesses—in more planning and less personal enthusiasm—in more 
careful, cautious, tested business operation and less brilliant, 
sparkling seeking out of new and untried marketing pathways. 

Mostly, I am afraid that as scientific marketing methods tend 
to circumscribe the area of individual judgment more and more, 
and as the price of making a mistake becomes higher and higher 
as business grows in size—that we will develop a deadly sameness 
in business thinking and in our marketing philosophy. 

Starting with the same set of basic facts about a market or a 
product or an unfilled human want, and running the data through 
the same sets of computers and calculators and mental processes, 
it is not only conceivable but likely that all competitors will come 
up with approximately the same answers and the same approaches 
to the problem. Instead of exploring a variety of pathways to the 
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solution to a business problem, too much regard for scientific 
method and too little regard for human judgment and intuition may 
cause us all to walk down the same road. 

“Grey Matter,’’ the house organ of Grey Advertising Agency, 
expresses some of the fears that disturb me in its current issue. 


Has the dreamer a place in marketing? Grey Matter 
asks, and goes on to answer: 

When we posed this question to a number of business 
men in the ranks of management, the immediate reaction 
was invariably a pause. 

The men queried are successful executives in the top 
echelons of important corporations. Yet they hesitated. 
And when the answers came, they were qualified—as if a 
‘‘ves’’ might stamp the answerer an impractical vision- 
ary, and a ‘“‘no’’ might indicate a hide-bound inflexibility 
which today’s successful business man shuns, 

Further discussion revealed, however, that many 
management executives would limit the dreamer to the 
so-called ‘‘creative’’ areas of marketing—such as adver- 
tising and promotion. His place in research, distribution, 
pricing, even product development, was often doubted. 

A good deal of management thinking also evidenced 
what might best be described as an ‘‘automatic’’ concept 
of marketing. Organize the marketing process so that 
all the pieces fall into place completely integrated, and 
presto, you’ve licked your marketing problem. 


This is precisely the sort of thing I worry about as scientifi- 
cally oriented people and scientific marketing methods move in to 
command posts in American marketing. There is the danger, I 
am afraid, that where the old-fashioned sales executive was too 
human and too unscientific, the new-fashioned marketing manager 
may be too scientific and not human enough. For, after all, mar- 
kets are essentially people; and even huge corporations, as im- 
personal as they may seem on an organization chart, are merely 
aggregations of individual human beings. And no matter how sci- 
entific we become, and how knowledgeable we become in the area 
of human motivations, we will still ultimately have to deal—in 
business as in our personal lives and our political lives—with in- 
dividual human beings who cannot simply be catalogued and counted 
and filed in neat compartments. 

Well, Grey Matter goes on to ask again its question: ‘‘Has the 
dreamer a place in marketing?’’ And it concludes that the answer 
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is yes—that business and industry need more ‘“‘disciplined dream- 
ing not only in research, but in every area of marketing. 3 


Disciplined dreaming goes beyond estimating specific 
markets, projecting future sales, calculating potentials 
of untapped markets. 

The disciplined dreamer looks at the whole social, 
economic and even political panorama. He is sensitive 
to the interplay of these forces now, and looks ahead to 
the probabilities and possibilities of the future. 

The disciplined dreamer not only has an acute aware- 
ness of trends now discernible, but he sees in his mind’s 
eye (that is, he dreams) the opportunities these trends 
hold for his company. And he charts these opportunities 
so that they may be exploited. To him trends are trig- 
gers to thought. . .disciplined thought enlarged and en- 
riched by mature judgment as well as imagination. 

So much has happened in the past two generations that 
we have learned to accept innovation as the norm. We 
cannot understand any other way of life. Have we become 
too complacent about innovation? Marketing management 
that wants really to lead must look ahead, think ahead, 
yes, dream ahead. 

Nowhere is far-seeing management so vital as inmar- 
keting. For only as a company can outthink, outplan, out- 
maneuver competition in marketing can it improve its 
competitive position. 

Is there a place for the dreamer in marketing? 

The answer is that in marketing the disciplined 
dreamer is indispensable. 


So—I hope I have made three simple points: 

First, it seems to me inevitable that the so-called ‘‘marketing 
concept’? must become well-nigh universal in business, and that— 
as Bob Browne so aptly puts it, the ‘‘organization of business ori- 
ented to the product user’’ will be the order of the day. 

Second, that in such an organization, there is no reason to as- 
sume that the traditional type of sales executive is particularly 
fitted by training or temperament for the top marketing job, and 
that, instead, there are indications that other people in marketing, 
including marketing researchers and marketing analysts and ad- 
vertising managers, may be at least as well qualified by nature 
and by training to handle the company’s over-all marketing. 

Third, that as more scientifically trained and oriented people 
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take over in top marketing posts (and Ihave no doubt that they will) 
it will become increasingly important to leaven science with hu- 
manity, and to remember that marketing is, after all, the exchang- 
ing of goods and services among people. 

It’s a great future that peers coyly at all of you from around 
that corner labelled 1960! 


MARKETING MANAGEMENT'S KEY 
RESPONSIBILITY-EFFECTIVE 
STRATEGY 


John R. Sargent* 


ECENTLY, in the course of a marketing audit, I was going 

over key accounts with one of the salesmen of a company 
which is a leading element in its special area of the tool field, al- 
though it has been slipping somewhat. In our review of several 
important accounts in the Detroit area where the salesman had 
not been able to make sales, I asked him what the program was to 
break in. He shrugged his shoulders and said, ‘‘Just keep on call- 
ing, I guess, until they become dissatisfied with their present sup- 
plier.’’ No wonder this company was slipping; we found that this 
was a fairly typical salesman. The fact that the company was 
barren of sales strategy at the salesman and district manager 
level was an indication that it was devoid of marketing strategy at 
the headquarters level. Later work at headquarters verified that 
this was so, 

Unfortunately, this is not an exceptional situation case. We 
see similar instances rather frequently—in companies of all sizes 
and in many types of industries. 

Good marketing strategy is represented in a company where 
there is a ‘‘heads up,’’ well coordinated and imaginative market- 
ing activity, whatever the plan of organization. 


- The salesman is well trained; he has a strong story and 
a plan in contacting customers; he is backed up by ex- 
ecutive calls, district manager calls and specialist at- 
tention—all according to plan. 

- The advertising and sales departments work closely 
together in achieving an agreed-upon goal and, recog- 
nizing their interdependence, each works with the other. 
All other activities important to effective marketing are 
well tied in with sales and advertising. 


*John R. Sargent, Partner Cresap, McCormick and Paget. 
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In the consumer goods field in particular, there are more and 
more companies in which the advertising operations are infinitely 
more important—and more costly in terms of dollars spent—than 
the direct selling operations. And there are even a fairly impres- 
sive number of companies which manage to do very well with no 
personal sales force, or with only a skeleton one. 

But it is not my purpose to downgrade selling or sales mana- 
gers. I do hope, however, to demonstrate quite clearly that selling 
and sales management, as we have known and accepted the terms 
for many years, are not the same as they once were—and that the 
qualities which we have traditionally looked for in sales managers 
are not necessarily the qualities which business will be looking for 
in the top marketing spot in an organization geared to the market- 
ing concept. 

In many areas already, even where sales forces exist, the 
name is definitely misleading. The vast numbers of salesmen 
calling on the grocery trade for manufacturers and distributors 
of nationally known products are, for the most part, not salesmen 
at all; they are detail men, or order takers, or merchandising 
men, or shelf fillers. Their function is service, not selling; and 
their manager’s job, while still dressed up in the trappings of 
traditional sales management, and still largely measured in terms 
of sales and orders, is a far cry from the traditional sales man- 
ager’s job of being a hot salesman himself, being a whiz at picking 
hot salesmen to work under him and above all of being a whiz at 
inspiring the men under him and making them produce. 

What remains of selling—and a good deal of it still remains—is 
steadily becoming less personal and more mechanized, with both 
the sales manager and his sales staff more and more dependent 
upon the kind of sales tools that are the work of market research- 
ers and advertising men and sales promotion people who may ex- 
hibit none of the personal characteristics which we like to asso- 
ciate with salesmen. 

I am not trying to prove that salesmen and sales managers are 
on their way out. They’re not. All I am trying to say is that the 
staff man—including the marketing researcher and the market 
analyst—might just as well recognize that his qualifications may 
very well fit him ideally to become a line man and the top market- 
ing executive of a company. 

At the very least, let us say that you don’t have to be a sales- 
man to be qualified for the top.marketing job in a company organ- 
ized along marketing concept lines; indeed it may be much better 
for you to be an egghead, with the kind of characteristics which 
are typical of great military strategists and tacticians, or college 
professors. . .or marketing researchers. 
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The business world we live in is, literally, the marketing man’s 
oyster. And among marketing men, I am convinced, the marketing 
researcher and the marketing analyst and the thoughtful advertis- 
ing man will find as many pearls in their oysters as will those 
traditional extroverts, the salesmen. . .and maybe even a few 
more. 

And that is why I say the so-called marketing man—the mar- 
keting researcher, the market analyst, the staff planner on mar- 
keting problems—today stands within sight of personal business 
opportunities which he would not even have dared to dream about 
20 years ago. 

And that is also why I want—this early in your ascendancy—to 
plead with you to temper your scientific minds and impulses with 
a leavening of humaneness and artistry. 

Frankly, I am more than a little afraid of you and your scien- 
tific associates, and your computers and your research studies 
and your IBM machines. I am a little afraid that as you acquire 
more and more influence and power in marketing and selling and 
advertising, you may turn out to be a stultifying influence on 
American business if you teach us to worship too blindly the new 
business gods of scientific inquiry and statistical computation. 

And here, too, I am very, very serious. 

We have built in this country an enterprise society which is 
showing very considerable signs of settling into a caretaker so- 
ciety. And I am more than a little afraid that the changeover 
which I think is inevitable—from the entrepreneur and the enter- 
priser and the old-fashioned expert at personal selling to the 
scientifically oriented marketing planner—may at the same time 
result in fewer marketing mistakes and fewer exciting marketing 
triumphs—in fewer wrong guesses and fewer sensationally right 
guesses—in more planning and less personal enthusiasm—in more 
careful, cautious, tested business operation and less brilliant, 
sparkling seeking out of new and untried marketing pathways. 

Mostly, I am afraid that as scientific marketing methods tend 
to circumscribe the area of individual judgment more and more, 
and as the price of making a mistake becomes higher and higher 
as business grows in size—that we will develop a deadly sameness 
in business thinking and in our marketing philosophy. 

Starting with the same set of basic facts about a market or a 
product or an unfilled human want, and running the data through 
the same sets of computers and calculators and mental processes, 
it is not only conceivable but likely that all competitors will come 
up with approximately the same answers and the same approaches 
to the problem. Instead of exploring a variety of pathways to the 
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solution to a business problem, too much regard for scientific 
method and too little regard for human judgment and intuition may 
cause us all to walk down the same road. 

“Grey Matter,’’ the house organ of Grey Advertising Agency, 
expresses some of the fears that disturb me in its current issue. 


Has the dreamer a place in marketing? Grey Matter 
asks, and goes on to answer: 

When we posed this question to a number of business 
men in the ranks of management, the immediate reaction 
was invariably a pause. 

The men queried are successful executives in the top 
echelons of important corporations. Yet they hesitated. 
And when the answers came, they were qualified—as if a 
‘‘ves’’ might stamp the answerer an impractical vision- 
ary, and a ‘‘no’’ might indicate a hide-bound inflexibility 
which today’s successful business man shuns. 

Further discussion revealed, however, that many 
management executives would limit the dreamer to the 
so-called ‘‘creative’’ areas of marketing—such as adver- 
tising and promotion. His place in research, distribution, 
pricing, even product development, was often doubted. 

A good deal of management thinking also evidenced 
what might best be described as an ‘‘automatic’’ concept 
of marketing. Organize the marketing process so that 
all the pieces fall into place completely integrated, and 
presto, you’ve licked your marketing problem. 


This is precisely the sort of thing I worry about as scientifi- 
cally oriented people and scientific marketing methods move in to 
command posts in American marketing. There is the danger, I 
am afraid, that where the old-fashioned sales executive was too 
human and too unscientific, the new-fashioned marketing manager 
may be too scientific and not human enough. For, after all, mar- 
kets are essentially people; and even huge corporations, as im- 
personal as they may seem on an organization chart, are merely 
aggregations of individual human beings. And no matter how sci- 
entific we become, and how knowledgeable we become in the area 
of human motivations, we will still ultimately have to deal—in 
business as in our personal lives and our political lives—with in- 
dividual human beings who cannot simply be catalogued and counted 
and filed in neat compartments. 

Well, Grey Matter goes on to ask again its question: ‘‘Has the 
dreamer a place in marketing?’’ And it concludes that the answer 
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is yes—that business and industry need more “‘disciplined dream- 
ing not only in research, but in every area of marketing. fo 


Disciplined dreaming goes beyond estimating specific 
markets, projecting future sales, calculating potentials 
of untapped markets. 

The disciplined dreamer looks at the whole social, 
economic and even political panorama. He is sensitive 
to the interplay of these forces now, and looks ahead to 
the probabilities and possibilities of the future. 

The disciplined dreamer not only has an acute aware- 
ness of trends now discernible, but he sees in his mind’s 
eye (that is, he dreams) the opportunities these trends 
hold for his company. And he charts these opportunities 
so that they may be exploited. To him trends are trig- 
gers to thought. . .disciplined thought enlarged and en- 
riched by mature judgment as well as imagination. 

So much has happened in the past two generations that 
we have learned to accept innovation as the norm. We 
cannot understand any other way of life. Have we become 
too complacent about innovation? Marketing management 
that wants really to lead must look ahead, think ahead, 
yes, dream ahead. 

Nowhere is far-seeing management so vital as inmar- 
keting. For only as a company can outthink, outplan, out- 
maneuver competition in marketing can it improve its 
competitive position. 

Is there a place for the dreamer in marketing? 

The answer is that in marketing the disciplined 
dreamer is indispensable. 


So—I hope I have made three simple points: 

First, it seems to me inevitable that the so-called ‘‘marketing 
concept’? must become well-nigh universal in business, and that— 
as Bob Browne so aptly puts it, the ‘‘organization of business ori- 
ented to the product user’’ will be the order of the day. 

Second, that in such an organization, there is no reason to as- 
sume that the traditional type of sales executive is particularly 
fitted by training or temperament for the top marketing job, and 
that, instead, there are indications that other people in marketing, 
including marketing researchers and marketing analysts and ad- 
vertising managers, may be at least as well qualified by nature 
and by training to handle the company’s over-all marketing. 

Third, that as more scientifically trained and oriented people 
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take over in top marketing posts (and Ihave no doubt that they will) 
it will become increasingly important to leaven science with hu- 
manity, and to remember that marketing is, after all, the exchang- 
ing of goods and services among people. 

It’s a great future that peers coyly at all of you from around 
that corner labelled 1960! 


Yuh 


MARKETING MANAGEMENT'S KEY 
RESPONSIBILITY-EFFECTIVE 
STRATEGY 


John R. Sargent* 


ECENTLY, in the course of a marketing audit, I was going 

over key accounts with one of the salesmen of a company 
which is a leading element in its special area of the tool field, al- 
though it has been slipping somewhat. In our review of several 
important accounts in the Detroit area where the salesman had 
not been able to make sales, I asked him what the program was to 
break in. He shrugged his shoulders and said, ‘‘Just keep on call- 
ing, I guess, until they become dissatisfied with their present sup- 
plier.’’ No wonder this company was slipping; we found that this 
was a fairly typical salesman. The fact that the company was 
barren of sales strategy at the salesman and district manager 
level was an indication that it was devoid of marketing strategy at 
the headquarters level. Later work at headquarters verified that 
this was so. 

Unfortunately, this is not an exceptional situation case. We 
see similar instances rather frequently—in companies of all sizes 
and in many types of industries. 

Good marketing strategy is represented in a company where 
there is a ‘‘heads up,’’ well coordinated and imaginative market- 
ing activity, whatever the plan of organization. 


- The salesman is well trained; he has a strong story and 
a plan in contacting customers; he is backed up by ex- 
ecutive calls, district manager calls and specialist at- 
tention—all according to plan. 

- The advertising and sales departments work closely 
together in achieving an agreed-upon goal and, recog- 
nizing their interdependence, each works with the other. 
All other activities important to effective marketing are 
well tied in with sales and advertising. 


*John R. Sargent, Partner Cresap, McCormick and Paget. 
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- Marketing research prepares current data on the size 
of the market and the competitive situation for both ex- 
isting and new lines. 

- New product development activities are geared toknown 
customer needs and preferences, and are scheduled on 
a long-term basis. 

- Pricing and inventory policies are carefully calculated 
to implement the marketing plan. 

- The company is set up to provide rapid and courteous 
dealer or customer service on inquiries, orders and 
correspondence, as well as technical service as re- 
quired. 

- The company’s public relations program is well co- 
ordinated with the marketing program. 

- And finally—but very importantly—the parts to be 
played by each element are weighed and balanced ac- 
cording to the respective market opportunities facing 
the company. 


Possibly this sounds like nirvana, the unattainable marketing 
summit, or the ideal. To our minds, it 7s the ideal—the key chal- 
lenge, but it isn’t insurmountable. We know some companies that 
come close to it, and whether they are the biggest in their industry 
or not, they are doing mighty well. 

A good friend has questioned my use of the word ‘“‘strategy’’ 
as applied to marketing—he feels it is a word primarily with mili- 
tary connotations. As an engineer, I’m not much of an etymologist 
—and I can’t find another word that expresses the basic concept as 
well. Moreover, I’ll admit I’ve become attached to the word. 
‘“‘Strategy’’ suggests being on the offensive rather than on the de- 
fensive—and this seems right for marketing too. We see plenty of 
cases where the lack of a sufficiently aggressive attitude has done 
harm—and practically none where it has been carried to extremes. 
The firm that has palsy-walsy, old school tie relationships with 
its competitors to the extent that it is not aggressive, is leaving a 
flank badly exposed to competition. Within the last year I have 
seen the cases of two industries where stand pat, non-aggressive 
attitudes and the lack of strategic thinking has led to significant 
invasions by new companies from outside those industries. 


Elements of Strategy 


> 


With a great deal of talk today of ‘‘integrated marketing’’ or 
“total marketing,’’ you may wonder why I am stressing a different 
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subject, marketing strategy. The answer is that we think man- 
agement’s attention should be focused on the end to be reached, 
not necessarily alone on one of a variety of means which can play 
a part in reaching that end. Organizational integration of market- 
ing functions may be an important first step in meeting the chal- 
lenge for some companies, but it is usually only a part of the 
means, 

There is another point in this connection. Many managements 
may feel that, by going through the mechanical motions, they are 
achieving the desired end result. Whatever the organizational 
means, the development of effective long-term marketing strategy 
requires the inculcation of a management marketing philosophy 
and a marketing understanding at all levels of the company organ- 
ization, 

There are both tangible and intangible elements in the devel- 
opment of marketing strategy—the end to be sought—and just 
treating the tangibles alone isn’t enough, 

First of all, what are the tangible functions or activities which 
are involved in the development and execution of good marketing 
strategy? There are at least eight, and more in the case of some 
specialized businesses. The key eight (not in order of importance) 
are: 


1. Selling 

2. Advertising and sales promotion 

Marketing research 

4. Product planning for the market, including matters of 
pricing, packaging, units of sale, and credit terms re- 
quired to meet competition 

5. Product development 

>. Product service 

7. Order service and inventory control 

8. Public relations 


However, these tangible elements are formally organized— 
whether integrated or segregated—they cannot contribute with 
maximum effectiveness unless they are welded into an operating 
mechanism by some intangible but all-important elements of good 
marketing strategy. I would say these intangibles fall into four 
categories: 


1. Leadership exercised in developing and executing marketing 
plans and programs. 
2. Imagination in developing and communicating new ideas 
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(which includes open-mindedness and lack of rigidity in marketing 
thinking). 

3. Teamwork and coordination of all pertinent marketing and 
related activities. 

4, Enthusiasm—maintenance of a high level of morale of all 
personnel engaged in marketing operations. 


To put it another way, good marketing strategy is represented 
in a company where all the individual tangible marketing activities 
are set up to function efficiently, and where they are balanced and 
melded harmoniously through the exercise of the intangible ele- 
ments of leadership, good communications, strong coordination, 
and the development of a high level of enthusiasm and morale. 

Proper balance is an essential aspect of effective marketing 
strategy. We have seen companies with brilliant promotional 
programs, but a second rate field sales organization, which, of 
course, seriously dulls the impact of the promotion. We have 
seen companies with dynamic line sales leadership, but where in- 
sufficient time is given to planning and market analysis to guide 
the marketing efforts efficiently. There are no end of illustra- 
tions of imbalanced and poorly coordinated marketing situations— 
and we feel that this essential balance aspect of marketing strate- 
gy is not given sufficient weight by management. 

Many management people seem to develop a false sense of se- 
curity based on their company’s relative strength in one or two of 
the component marketing areas. You and I have seen companies 
which placed great reliance on a protected product or product de- 
Sign innovations, or a “‘hot shot’’ sales manager, or a pricing or 
location advantage. We have also seen, again and again, that such 
Singular advantages can be fleeting. When competition begins to 
catch up ina given area of strength—in the absence of a broad and 
balanced marketing strategy—there is frantic rushing around to 
develop a new area of strength. Sometimes it can be done; al- 
ways it’s the hard way. 


Causes of Ineffective Marketing Strategy 


I don’t want my remarks to appear to be heavily on the nega- 
tive side, but I’d like to spend a little time in discussing the caus- 
es behind the poor strategy that frequently comes to our attention. 
By examining the marketing problems and causes of those prob- 
lems in a wide range of companies, there is much affirmative 
knowledge to be gained. 

The three key causes of ineffective marketing strategy are all 
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interlinked with the intangible factors—the most important of 
which is leadership. (Of course, if there is good marketing lead- 
ership in a company, there is usually also enthusiasm, teamwork 
and good communications.) Generally, also, where we find weak- 
nesses in one or more of the tangible marketing strategy factors, 
the causes of these problems can be traced back to difficulties in 
the intangible areas, 

Here are the three most common causes of ineffective market- 
ing strategy we have observed in a large number of marketing 
audits, for both large and small companies, over the last 15 years. 


1. Lack of top management ‘‘marketing mindedness.”’’ 
2. Lack of qualified marketing personnel. 
3. Unsatisfactory organization or coordination. 


The three are often interrelated, but generally this represents 
their order of importance as contributory causes. 


I. LACK OF MARKETING MINDEDNESS 


I have used the term ‘‘Marketing Mindedness’’ for want of a 
better one, and it deserves some explanation. What I mean is that 
top management must not only recognize the importance of good 
marketing strategy to the company’s success, but it must also 
assume broad responsibility for its establishment and implemen- 
tation, and it must set the right climate for other participants in 
the marketing process. 

This is one advantage which we often see in favor of small and 
medium sized companies as against their larger competitors. 
Generally, the entire executive group is interested in marketing 
and contributes toward it. 

In one company I have been working with, the treasurer and the 
purchasing agent are among the best personal salesmen the com- 
pany has. In another company, the president spends between thirty 
and forty per cent of his time out on the road visiting distributors. 
Actually, he is over-doing it, and things at headquarters suffer as 
a result, but I have rarely seen a firm which has better and closer 
relationships with its distributors. 

I don’t think there is nearly enough recognition of the fact that 
‘‘Marketing Mindedness’’ on the part of top management sets the 
tone and spirit for the entire organization, and this condition 
quickly comes to be known, not only among the staff, but also 
among the company’s dealers or distributors, its customers and 
its competitors. 
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Some industries have already been forced into a marketing- 
minded type of management. The automotive industry and the ap- 
pliance industry are good examples of this. The leaders seta 
rugged pace, and it is liable to be quick death if you are not set up 
on a similar basis. But there are many other types of industry 
where no one has set a rugged pace, as yet. The companies in 
them will be in a hazardous position when one or more of their 
group starts to do a real strategic marketing job. 

A little while ago we were studying the marketing problems of 
a large consumer goods company which, for over 50 years, has 
been a leading factor in its industry. The business grew and 
flourished on the inherent quality of its product, and all the com- 
pany executives, including the sales manager, has been strongly 
grounded in production technology. Yet, in the last 15 years, this 
same industry has been experiencing a marketing revolution: 
product styling has grown to be an extremely important factor, 
making it necessary to do a good ‘‘merchandising’’ job as well as 
a good over-all marketing job; several formerly smaller com- 
petitors have grown rapidly and show promise of outdistancing our 
client. It seems a little hard to believe in this day and age (espe- 
cially for a large consumer products business), but at one of our 
meetings we had to explain to the top management group of this 
company what marketing research is and how it might be helpful 
in bolstering the marketing functions of the company. Needless to 
say, top management ‘‘marketing mindedness’’ in this firm has a 
long way to go. 


II. LACK OF QUALIFIED PERSONNEL 


Let me assure you that today, few management consulting 
firms are of the “chopping block’’ or ‘‘hire and fire’’ school. It 
used to be that when a management consulting firm was brought 
into a business, most of the key personnel started to look around 
for a landing place. In contrast to this, we have encountered a 
great number of cases where, through the careful defining of prob- 
lems and their causes, we have been instrumental in keeping top 
management from acting too hastily in releasing well qualified 
personnel. 

However, I would be less than truthful if I did not indicate that 
weak personnel in the marketing area is a major causative factor 
leading to unsatisfactory marketing strategy. I imagine that the 
close interrelationship of this cause and the first cause is obvious: 
A strong, ‘‘marketing minded’’ top management will not usually 
put up with weak personnel in marketing, and similarly, able 
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marketing personnel will not long stay with a business where top 
management does not exhibit a progressive and cooperative atti- 
tude in marketing matters. 

Whatever his title—general sales manager, marketing manager, 
director of sales—the individual in such a spot is a key factor in 
a company’s marketing success. It is difficult to generalize, but 
I’d like to describe five broad categories of problem personnel 
cases we encounter in such key sales or marketing positions. 


1. First of all, there is the type of sales or marketing man- 
ager who is a first rate salesman himself but who has not devel- 
oped to the stage that he is able to organize, plan and direct the 
efforts of others. He hasn’t a full concept of management respon- 
sibilities. He likes to run away—get out inthe field with the sales- 
men and customers. Let’s call them the ‘‘Extrovert Edgar’’ cate- 
gory. 

2. Then there is the other extreme—the introverts who don’t 
get out of the office enough, who become absorbed in detail and 
are often weak in delegating duties to others. They are deficient 
as regards their firsthand view of sales conditions; they provide 
little or no executive contact with important accounts; and their 
lack of leadership to the sales organization results in poor morale 
and low enthusiasm. You might call them the ‘‘Chainbound 
Charlies.’’ 

3. Then there are three smaller problem categories we could 
quickly describe as the ‘‘Rigid Ralphs,’’ the ‘‘Lazy Larries,’’ and 
the ‘‘Hamstrung Harrys.’’ 

The ‘‘Rigid Ralph’’ is usually fairly well along in years; his 
view of the industry has not changed with the times. He knows a 
great deal about the business as it used to be, and he has many 
logical reasons why a new idea will not work; as a result, no in- 
novations ever are even tried. 

We see a few in the ‘‘Lazy Larry’’ category from time to time. 
Normally, such an individual is devoid of a sense of urgency— 
whatever is happening to the business. The attitude either comes 
naturally—or in some cases, it seems to have been cultivated. 
Either he’s married to a rich gal, in a few cases we’ve suspected 
he ‘shad something on the boss,’’ or his own income is of a suffi- 
cient level to keep him from getting excited. He doesn’t get to the 
office too early or stay too late. Very often, in this category, the 
problem is complicated by an overly inflated ego. 

The final category—the ‘‘Hamstrung Harry’’—is usually a 
rather sad case. He’s the man who is in over his depth—either 
due to his own deficiencies, or to the complexity of the specific 
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job, or both. In any case, he’s enmeshed in his work—giving signs 
of great activity, but getting nowhere. He has a tough time making 
decisions and is too busy to stand off and provide a perspective as 
to the company’s key marketing policies and programs. 


Corny as those categories sound, we’ve seen them all a number 
of times. They exist, and they contribute seriously to the lack of 
effective marketing strategy for many businesses. 


Ill. UNSATISFACTORY ORGANIZATION 
OR COORDINATION 


Poor organization or coordination is the third most frequently 
observed cause of the problem of unsatisfactory marketing strate- 
gy. Of course, where organization is weak, its improvement can 
be a tremendous factor in building a stronger marketing strategy— 
although, as I mentioned before, the packaged or stereotyped ‘‘in- 
tegrated marketing’’ type of organization is usually not the only 
answer, and it may not be the best answer. 

We have seen companies where the organizational pattern was 
far from that normally considered ideal but, due to special cir- 
cumstances, the marketing strategy was outstandingly good. How- 
ever, I hardly need to add that we are proponents of good market- 
ing organization for the vast majority of cases. 

Within the area of organization, we normally encounter one or 
more causes of organizational weaknesses. I would like to review 
briefly eight of the most commonly observed causes in this cate- 
gory. 


1. First of all, in many companies, there is an absence of 
stated and clear objectives which can serve as a goal for the com- 
pany’s over-all marketing effort. 

In the process of setting well defined marketing objectives, it 
is necessary to evaluate the marketing opportunities from every 
angle. This is a place many companies fall down: They neglect 
to develop and regularly bring up to date this important marketing 
information, which is essential to the establishing of objectives 
and which is also extremely important for shorter term planning 
and policy setting functions. 

2. A second of the key deficiencies in organization is the fail- 
ure to assign responsibilities, even those of major executives, in 
specific and definite form. In many cases, responsibilities are 
assigned on a vague basis, including descriptions of functions 
which involve no more than job titles. 


EFFECTIVE STRATEGY 65 


This leads to all sorts of problems. In one company’s sales 
organization, for example, we found four individuals who thought 
they had the responsibility for heading up sales training activities. 

3. The third common organizational cause is a lack of delega- 
tion of authority commensurate with responsibilities. This leads 
either to delay and frustration within the organization or to un- 
satisfactory control over the business. 

Lack of clarification of authority often leads to what I like to 
call ‘‘overabsorption’’ or ‘‘underabsorption’’ of authority. Ag- 
gressive or ambitious individuals, without a clear description as 
to their authority, are likely to take actions which should not be 
taken without reference to management for approval. Conversely, 
cautious or conservative individuals may tend to refer matters of 
even a routine nature to management for approval, which slows up 
the work of the organization and burdens management. 

4. In many organizations, we find that certain functions impor- 
tant to the basic objectives of the enterprise are missing. 

5. The fifth problem causing element in the organizational area 
is the existence of duplicate or conflicting functions. 

For example, in one company recently, we found three different 
individuals keeping separate sales records. 

6. Sixth, there is the matter of muddy reporting relationships 
which is found frequently in the course of marketing organization 
studies. Simple as it seems, there isn’t sufficient recognition of 
the fact that each person in an organization should have a clear 
understanding as to whom he reports to, and who reports to him. 

7. A seventh frequently observed cause of problems is the 
over-loading of one executive as a result of having too many peo- 
ple report to him. Contrary to some opinions, we feel there is no 
flat rule that can be made as to the number of people that can be 
supervised by one executive. In some cases, it is impractical to 
expect a supervisor to direct more than three people and, in other 
cases, it is possible for him to supervise as many as 20 or 30. 
The guiding factor here is the difficulty of the type of supervision 
involved. 

This leads directly to a favorite subject of mine, and a serious 
causative element relative to unsatisfactory marketing strategy: 
Most executives do not allow themselves sufficient, uncluttered 
time for thinking and planning processes. A surprisingly large 
share of business executives are ‘‘loaded to the gills’’ with day to 
day details that allow them little time for creative processes, let 
alone time that should be applied to the broader aspects of their 
management responsibilities. 

8. The eighth organizational cause of poor marketing strategy 
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is an organizational pattern that is developed entirely from man- 
agement’s own standpoint and convenience without any considera- 
tion of the actual organizational requirements for selling, promo- 
tion, and customer service. 

Time and again, we have seen plans set up through the shuffling 
around of boxes and drawing of lines—at headquarters—without 
really examining the company’s marketing organization needs from 
the standpoint of customers, dealers and distributors. It may be 
due to the fact that management wants a plan that is convenient and 
easy to administer; it may be due to penuriousness or overcau- 
tiousness; it may be due to oversimplifying the marketing job to 
be done; or it may be due to plain stupidity. 

I include the subject of coordination in this category and men- 
tion it separately because it is closely interrelated with organi- 
zation—yet in many instances coordination is not solved by or- 
ganizational means alone. 

In one case recently, we found that the advertising manager for 
a sizeable metal fabricating firm had just sweat through a month’s 
work in developing a thorough campaign to launch a new product. 
When he came to review the campaign with the sales manager, he 
learned that the proposed new product had been abandoned several 
weeks before. You can either classify that as ‘‘no coordination’’ 
or ‘“‘pretty stinking coordination.’’ It may be stupidity, petty jeal- 
ousy, or politics, but think of the cost of such instances, not only 
in wasted effort, but in reduced morale and personnel turnover as 
well. 


There are numerous and specific ways of establishing improved 
coordination, but basic to them all is the developing of an aware- 
ness of the interlocking nature of good marketing strategy through- 
out the organization, plus the building of a spirit of teamwork 
among the marketing staff that just won’t countenance such wastes 
of human energy—recognizing that it is harmful to everyone in the 
business. 

I have attempted to describe what we believe to be the key 
challenge facing marketing management for the 1960’s—the devel- 
opment of balanced and effective marketing strategy. Also, I’ve 
provided our definition as to what constitutes good marketing strat- 
egy, and what major reasons or causes for its lack are usually 
found to exist—i.e., (1) lack of top management ‘Marketing 
Mindedness,’’ 
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BUSINESS GAMING AND MARKETING 
DECISIONS 


Jay R. Greene* 


F you are a marketing executive or marketing educator no one 

has to tell you that new tools are required by our profession. 
The reason is simple: we are being called upon to do a bigger job 
today than we were in the past and the trend toward putting more 
responsibility on marketing men shows no sign of abating. A tool 
which offers great promise to marketing management in several 
of its most critical areas is business gaming. 

Gaming, although of recent application in business, is not a new 
technique. Military commanders have long utilized war games 
during peacetime to train personnel, to gain fundamental knowledge 
about their systems, and to study battle strategies. 

Briefly, a business game is a simulation or model of part or 
all of a business organization. The game may be designed to rep- 
resent something as detailed as an inventory control problem or 
as broad as a high level capital budgeting situation. 

The purpose of this discussion is to suggest several domains 
where business gaming can be used to improve the quality of mar- 
keting decisions. 


THE CHARACTERISTICS OF A GAME 


Let us take a moment to examine the vital elements of both 
military and business games. These elements are: rules, struc- 
ture, competition and feedback. 

The rules specify the types of decisions a player can make and 
the restrictions placed on his decisions by the game designer. For 
example, in a sales oriented game the number of calls a salesman 
can make on customers during a given period could be limited. 
This is similar to other familiar games, such as chess, where the 
rules include the ways that the pieces are allowed to move. 


*Jay R. Greene, Manager, Market Research Computer Department, General 
Electric Company. 
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The structure consists of the constants and variables and the 
relationships between them. Statements can be made which indi- 
cate the effect of a price change on sales volume, which could then 
influence inventory. Inventory in turn could be related to man- 
power requirements in a warehouse. These relationships are fre- 
quently expressed mathematically, but as we shall see, this is not 
an absolute requirement in many cases. 

Competition is another important factor in gaming. If several 
teams participate ina single game, the decisions made by any one 
team will influence the positions of all other teams. In those 
games where a team competes solely against an environment, 
rivalry can be had between teams by comparing their final com- 
pany results and their methods of attacking the problems. Ina 
game, players contend with several interacting variables, some 
of them not being under their control. Competitors’ actions, de- 
mand trends, and so forth, must be considered but cannot be known 
or manipulated with certainty. 

Feedback adds a dynamic aspect to gaming; the decisions and 
results of one period influence future conditions. For example, if 
in the first month of operation too many dollars are spent on the 
building of new plant capacity to the neglect of research and de- 
velopment, future sales and long-range profits may suffer. The 
classical business case study, in contrast, is static in nature be- 
cause it lacks the dynamic feedback characteristics of a game. 


A RETAILING MODEL 


A description of a marketing game should serve to clarify some 
of the questions you may have about gaming and to provide a focal 
point for an evaluation of it. The non-computerized game to be 
described was developed by Roger L. Sisson and myself and is one 
of a number of games published in book form in the summer of 
1959.7 

Assume for a moment that you have been hired as a buyer for 
two departments of a large midwestern department store. Each of 
these departments sells a single product line—each line having 
different costs, sales prices, fixed overhead, and so forth, In the 
past, the management position that you are now filling has not been 
handled adequately and you have been brought in to rectify an un- 
profitable situation. 


1. See J. R. Greene and R. L. Sisson, Dynamic Management Decision Games 
(New York: John Wiley & Sons, Inc., 1959) 
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As a player you are provided with several pages of information 
on the costs of operation, clerical capabilities, market trends, etc. 

You are required to make three basic decisions in each time 
period: (1) the amount of merchandise to be ordered; (2) the num- 
ber of clerks to be hired; and (3) the prices to be charged. These 
decisions are entered on Form I—Management Decisions. The 
referee analyzes these choices and within three minutes provides 
your company with Income and Cash Available Statements (Forms 
II and III), showing the effects of your decisions on the company. 
After studying Forms II and III for approximately twenty minutes, 
a new period begins and new decisions are made on Form I. 

As a decision maker in this retailing game, you would be faced 
by the basic business problems of forecasting market demand, in- 
ventory needs, and personnel requirements, as well as determin- 
ing where to place product line emphasis. You would also have to 
keep a sharp eye on the relationship between cash and inventories 
and be capable of understanding basic financial statements. 


COMMON MISCONCEPTIONS ABOUT GAMING 


There are a number of misconceptions about gaming that are 
hindering its use. I would like to discuss three of these miscon- 
ceptions. 


Optimizing Device 


A business game is not an optimizing tool. It is a trial-and- 
error method used to gain insight into business problems that are 
too complex to be solved mathematically. Unfortunately, even the 
relatively simple retailing game described above cannot be 
“‘solved’’ by present analytical techniques. Better solutions can 
be developed by the players as they gain experience with a model 
and have an opportunity to observe the implications of their ac- 
tions. But, at no time can it be said that the best decision mix is 
known. 

Even when more powerful mathematical tools are developed, 
gaming will not be able to provide the best of all possible an- 
swers. In a game, as in an actual business environment, there 
will be differences of opinion as to the objectives of the firm or 
the criteria for success. For example, one management might put 
the profit motive above all else; another might consider stable 
employment and other factors equally important. 
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Mathematics Needed 


One of the major deterents to the use of gaming is the rather 
widespread but erroneous belief that only accomplished mathe- 
maticians can develop useful games. To illustrate, let us assume 
that you would like to have your staff specialists experience the 
types of decisions that a line sales manager must make. Possibly 
the demand elasticity for your products can be developed through 
empirical research and then stated in a formula. However, an al- 
ternative is to quickly draw a reasonably shaped curve on a piece 
of graph paper and when a price decision is made read the quantity 
value directly. For educational purposes the rapid method is ac- 
tually superior to the mathematical formulation. The roughcurves 
are not only less expensive to establish initially but they are also 
more easily changed whenever game modifications are desired. 


Computer Required 


Another fallacy is the belief that all business games must be 
computerized. The purpose to which a game is to be put, the com- 
plexity of the model, or the speed with which computations must 
be handled may indicate computer usage. However, it has been my 
experience that often the real reason that computers are used is 
because it is believed that: (1) they add glamour to a game; (2) a 
computer game is somehow more valid than a non-computer game; 
or (3) a complex game is always better than a simple one. 


APPLICATION OF GAMING TO MARKETING 


Even though gaming is a relatively new technique in business, 
applications are already being pushed on three broad fronts: 
(1) education; (2) research; and (3) problem solving. 


Education 


The vast majority of the gaming activity today centers around 
educational endeavors. In my opinion, the use of games in college 
and in executive development programs will increase markedly 
during the 1960’s. Five years from now games will probably form 
the core portion of many courses. The American Management 
Association has had such a course in operation for almost two 
years. 

There are many ways in which games can be incorporated into 
educational programs. A game can be introduced at the beginning 
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of a course to make the students aware of the key decision areas 
to be covered by the text and the lectures. Games can be used at 
the end of a course to determine whether the students are able to 
apply the principles discussed. They can also be played over an 
extended period—the students studying the results of previous 
rounds of play at night, turning in their new decision the next day, 
and at the end of the class period receiving new financial state- 
ments and other forms showing the effects of their decisions on 
the business. A large oil company is currently using this approach 
in training station managers. Every week the men in the field 
make their decisions and send them to headquarters where they 
are refereed. The results and forms for the next round are sent 
by return mail and another round commences. 

Regarding the reasons for using games in educational pro- 
grams, several conclusions seem warranted at this time: 

First, executives and college students alike become tremen- 
dously interested and involved in a game situation. The enthusi- 
astic effort that players make to comprehend a model should cer- 
tainly lead to a rapid learning rate and high retention. My 
experience has been that the instructor is not required to stimulate 
interest in the exercise; on the contrary, the problem is to termi- 
nate the game session. The participants usually want to continue 
for ‘‘just one more period’’ to see how well they did in their ear- 
lier planning. 

Second, because a game is a simplified representation of re- 
ality, the important factors, forces, and effects in a business are 
more easily understood. Job rotation, junior boards, and similar 
methods may not give the trainee the same amount of insight into 
the truly important relationships due to the volume of detail pres- 
ent in any real business environment. 

Third, the dynamic feedback feature in gaming appears to be an 
important learning element not found in lectures, text books, or 
case presentations. 

Fourth, compared with several other training methods, gaming 
may be less expensive. Non-computer games have been tailored 
to specific company problems in a few cases for as little as five 
hundred dollars. Generalized games designed to teach basic mar- 
keting principles frequently cost even less. 

These statements may have given the impression that games 
should be used to the exclusion of other teaching methods. Nothing 
could be further from the truth. Games are most effective when 
they are part of an overall program that draws upon many peda- 
gogic devices. Each technique has its place and must be used with 
discretion. 
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There are a multitude of educational gaming applications in 
marketing. They can be used to: broaden executive experience, 
encourage planning, and develop specific skills. 


Broaden Executive Experience 


With the increasing emphasis being placed upon integrated 
marketing decisions, the demand is growing for men with a wide 
business perspective. But how is this overview to be developed? 
Learning on the job can be very costly to a firm. Gaming is one 
way of providing functional specialists, lower level management, 
and college students, with some practice in making decisions in 
unfamiliar areas. 

A game developed for a wholesale establishment could permit 
the credit manager to try his hand at sales management and later 
at advertising management. After attaining a degree of proficiency 
he could then act in a game as the company’s president and make 
top management decisions affecting all functions. 

One company is planning to use gaming to orient their sales- 
men to the customers’ point of view. A salesman takes the part of 
a purchasing agent and is given considerable information on cus- 
tomer costs, markets, etc. It is hoped that this will lead toa 
clearer understanding of customer problems. 

A public utility is using a game that includes facts about the 
regulatory body that they must deal with when requesting rate 
changes. The opportunity to study the economics of the industry 
and the criteria used by the commission in granting rate increases 
should help utility personnel to prepare better presentations for 
the commission. 


Encourage Planning 


The success of a firm is closely related to the quality of its 
planning. Unfortunately, few of us do enough of it. A large per- 
centage of our time is devoted to putting out one brush fire after 
another. Games stress the benefits to be derived from sound 
planning because time is highly compressed—a twenty minute game 
period can be made to represent a year or more of business ac- 
tivity—and participants are shown in a dramatic way that ‘‘seat of 
the pants’’ decisions in the long run result in lower profits. 

In the retailing game mentioned above, there is a two period 
delay between the time merchandise is ordered and the time that 
the goods are received. Volume, expenses, and profits are highly 
sensitive to the quality of market demand and inventory estimates. 
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Players frequently comment during the critique period following 
the game that poor planning was the basic reason for unsatisfac- 
tory results. Repeat plays of the game with the same teams has 
shown a considerable increase in the time spent on planning. 


Develop Specific Skills 


Gaming seems to be particularly valuable in training people to 
understand, accept, and use business tools. Resistance to change 
is a common phenomena and is an important barrier in getting 
personnel to use a new technique. With understanding, this resist- 
ance can be minimized. I have found, for example, that new em- 
ployees have a better appreciation of tools like an economic order 
quantity formula if they are first given an inventory control prob- 
lem and told to use their best judgement on the quantities to be 
ordered. Then they are taught the EOQ technique. After compar- 
ing the results of the two methods there is almost no resistance 
to learning and using the more scientific method. 


Research and Problem Solving 


As we gain more experience with gaming a number of important 
research and problem solving applications should emerge. Today 
little of this work is being performed through the use of games; 
however, several companies are experimenting with a few re- 
search and problem solving applications and a number of possi- 
bilities are being considered. 

Management behavior patterns under various environmental 
conditions can be studied. The amount of information, the length 
of time permitted for making decisions, the degree of uncertainty, 
and so forth, can all be manipulated in this management ‘‘wind 
tunnel.’’ 

The importance of gathering and refining various kinds of data 
can be evaluated through the use of business games. With a con- 
trolled model it is possible to hold all factors constant and then 
test the implications of varying the quality or quantity of each 
factor in turn. Multiple variance can also be studied. For exam- 
ple, we might find that a 10 per cent improvement in the accuracy 
of a long-range market forecast would have an insignificant effect 
on profits, thereby indicating that an expensive data collection 
program would not be justified. 

The efficiency of alternative organization structures can be 
studied. The use of committees, different line and staff combina- 
tions, and various functional groupings could all be analyzed with 
respect to the results obtained in a game. 
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Alternative marketing strategies can be tested with carefully 
tailored business games. An executive playing the retailing game 
discussed above thought that a good approach to maximizing prof- 
its would be to build inventory over several periods while the mar- 
ket was rising and then dump the entire inventory by a small price 
cut just prior to the expected seasonal decline. He neglected to 
test the market during the first few periods to see if demand was 
price sensitive. The market did not respond to his price cut as 
expected and he was forced to liquidate his remaining inventory 
well below cost to unload it. Retailers selling sun tan lotion in 
August are faced by a similar demand situation. Although some of 
the difficulties in this domain are enormous, ten years hence our 
experience may have grown sufficiently so that gaming methods 
will not be uncommon for this application. 


Summary 


In summary, I view business gaming as a new development of- 
fering many exciting possibilities. It certainly is not a panacea; 
but if used with discretion can provide marketing management 
with an important decision assisting tool. 


10 


DYNAMIC SIMULATION APPLIED 
TO MARKETING 


Arnold Amstutz and Gerald B. Tallman* 


ROM a time undoubtedly antedating both the American Marketing 
Association and the electronic computers, enterprisers and 

enterprise managers have facilitated their planning and decisions 
by organizing relevant information into orderly systems for anal- 
ysis. They have recognized that the interrelationships of actions 
or forces bearing upon one another are exceedingly complex, es- 
pecially when the dynamics of change through time are considered. 
In organizing information to anticipate dependent changes the hu- 
man mind is a wonderful, though largely qualitative, instrument. 
Nonetheless, a major part of recent scientific and industrial prog- 
ress has been possible only as the computer function of the mind 
has been supplemented by the organization of information ina 
manner which has allowed mechanical and electronic computation- 
al devices to take over some of the burden of remembering and 
relating bits of information. But little progress, however, has 
been made in describing the market system in a manner which 
would permit the use of computer technology to identify quanti- 
tatively the results of the complex of forces at work in the system. 

For something over a year the Marketing Group in M.I.T.’s 
School of Industrial Management has been attempting to concep- 
tualize and test dynamic models which would simulate the produc- 
tion, marketing and consumption system for various products.} 
This paper is a preliminary report of progress in this program of 
marketing model simulation. 

A very simple system might be represented by verbal descrip- 
tion, graphically, or by a mechanical model, but the complexity of 
the constantly changing relationships between the circumstances 
and actions of producers, distributors, and consumers in the 


*Arnold Amstutz and Gerald B. Tallman, Massachusetts Institute of Technology. 


1. This project has been supported by a research grant to the School from the 
Alfred P. Sloan Foundation, Inc. 
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marketing of most products can be much more realistically por- 
trayed if adapted to the special format and language of the com- 
puter. We have been fortunate in having cost free access to the 
M.I.T.—I.B.M. 704 computer.? 

In our model building we have not attempted to probe the gen- 
esis of production and consumption relationships. We assume 
that a system of relationships exists and are attempting to de- 
scribe them through periods of growth, change, and possibly, 
eventual decline. 

In such a system as that which we attempt to describe in our 
models, manufacturers are producing goods which they believe 
consumers will find useful in the support of some activity. Sub- 
ject to certain delays in inventories, in transit, in communications 
and in decision making, these goods move through marketing chan- 
nels to times and places where consumers have opportunities to 
purchase them. Consumer purchase decisions are influenced by 
participation in some activity for which the product would be use- 
ful, by the prominence of product availability in market places and 
by promotional influences. 

Figure I shows these relationships with extreme over-simpli- 
fication and without specification of quantity or time factors. The 
solid lines indicate flows of product or of purchase and use action. 
The broken lines indicate flows of information which influence de- 
cisions by producers, merchants or consumers. We have used 
the ‘‘Activity’’ component in this system to represent the diverse 
environmental factors, supporting facilities, and habits which pro- 
vide an opportunity for the consumer to have meaningful use for 
the product if it is purchased. Purchase and satisfying use of the 
product may also reinforce participation in the ‘‘activity’’ and thus 
further enhance the probability and quantity of subsequent pur- 
chase and use. Producers and merchants use various types of 
promotion to influence activity participation and product purchase 
and use. Their own production and stocking decisions are influ- 
enced by information on past sales and estimations regarding fu- 
ture sales and production, ordering, and transit delays. 

rhe greatly simplified representation in Figure I adds little or 
nothing to that which is intuitively obvious; but perhaps it can 
serve to illustrate what we mean by a ‘‘marketing system’’ which 
we are attempting to simulate by means of mathematical models. 

Before presenting a more complex, and somewhat more 


2. This work was done in part at the M.I.T. Computation Center, Cambridge 
Massachusetts. 
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realistic, version of a model, let us pause to consider the useful- 
ness of this system simulation activity. 
I would suggest five types of benefit. 


1. The attempt to identify components and forces present 

in the system, to relate their actions one on another, 

and to express these quantitatively will amost inevi- 

tably lead to a better understanding of the system as a 

whole and provide a basis for formulation of meaning- 

ful theories regarding marketing interactions. 

The development of such a model will certainly dis- 

close gaps in present information and provide a better 

basis for planning data gathering efforts so as to give 
priority to that information which will add the most to 
an understanding of system action. 

3. The simulated system may be made to operate quickly 
through relatively long periods of simulated time thus 
disclosing the range of fluctuations and the rate of 
growth (or decay) which various parts, and the whole, 
of the system exhibit under the conditions and rela- 
tions described in the model. 

4, Assumptions of fact may be varied, decision rules may 
be changed, and the dynamic effect of these upon other 
components and upon the system as a whole may be 
tested without the delays and often exorbitant costs of 
real life experimentation. In theory at least, any num- 
ber of changes may be tested, singly or in combina- 
tion, and for any period of time. 

The models with which we are working are not designed 

for forecasting purposes, being largely closed loop 

systems with an arbitrary rather than a prognosti- 
cative feed-in of exogenous factors. Computer opera- 
tion of the model may, however, disclose internally 
generated cycles which, unless understood and cor- 
rected for in operation programming, would lead to 
wide and costly swings in the utilization of facilities. 

Professor Jay Forrester’s article on “‘Industrial Dy- 

namics’’ in July of 1958 Harvard Business Review il- 

lustrates the nature and possible extent of these costly 

system generated cycles. 


bo 


Simulation in the sense in which we are discussing it, implies 
the reproduction of the main features of the phenomena without the 
duplication of every detail. There is not a one-to-one correspond- 
ence between operations in the simulation and operations in the 
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real world. It is simply impossible to duplicate the magnitude and 
complexity of the complete marketing system with its sub-systems 
and intricate relationships and millions of individual actors. The 
expenditure of time and money required to obtain complete data for 
even a small part of a fully detailed simulation would be stagger- 
ing. We must depend upon the averaging of individual actions and 
the aggregation of many small elements into larger but more easily 
described categories. 

Although it is impossible to simulate each detail in an entire 
marketing system, it very quickly becomes evident that it is like- 
wise impossible to keep this kind of simulation simple and still 
obtain results that have significance in the real world. It is diffi- 
cult to decide at which point in a priority array of elements, which 
might be included in the description of the marketing world, one 
will decide to say, ‘‘I have included enough.’’ Each decision to 
include or exclude a single element or to aggregate a number of 
factors into a single composite category, requires value judgments 
involving many qualitative as well as quantitative weightings. 

Let us turn our discussion to asampleof a more detailed simu- 
lation. Figure II is a flow chart of a generalized market system 
model. We have worked with representations for specific products, 
one a washing machine as an example of a durable good; and one a 
perishable and frequently repurchased food product. This general- 
ized model summarized in Figure II includes factors common to 
both product types. 

Three broad categories or sectors similar to those previously 
discussed in Figure I provide a convenient means of examining 
this system. These are (1) a production sector which includes 
decision points and flows associated with both production and dis- 
tribution of the product; (2) a consumer purchase sector which 
encompasses consumer shopping activity, buying behavior and re- 
actions to the product and (3) a product use sector in which con- 
sumer activity resulting in use of the product is represented. 

In the consumer purchase sector, attention is focused on the 
progress of aggregate consumers as their orientation toward and 
association with the product changes over time. We are concerned 
with the consumer’s awareness of the product, and his purchase 
behavior which may result in his owning the product. Once owner- 
ship is achieved, the consumers’ satisfaction or dissatisfaction 
with the product influences further action. 

Purchase activity does not occur in a vacuum. As we have al- 
ready noted in our simplified model, it is related to and motivated 
by consumer participation in activities which involve the use of 
the product. 


DYNAMIC SIMULATION APPLIED 83 


In the activity sector the scale and frequency of consumer par- 
ticipation in activities leading to the use of the product are exam- 
ined. For example if the product with which we are concerned is 
ski wax, interest in this sector would focus on the activity of ski- 
ing. Also included in this sector are indications of the costs in- 
volved in participation in the activity and the existence, or lack, 
of supporting facilities which might serve to limit or encourage 
consumer participation in the activity. 

Turning now to the production sector, we are confronted with 
factors such as the decision to market a product, decisions re- 
lated to production, distribution, financing, and promotional plans 
as well as those which influence product quality and price. In the 
production sector an evaluation is made of consumer acceptance 
for the product and product development in order to arrive at 
modification and model change decisions. 

Before leaving the wide angle picture of the entire system in 
order to focus on examples of detailed formulations, I would like 
to comment on a few of the important assumptions on which the 
work which we have been discussing is based. This project, like 
all others, uses a number of basic operating hypotheses which, I 
believe, should be specifically stated at this time so that arguments 
based upon disagreement over these assumptions may be directed 
at them and not at the techniques being used. We believe that the 
marketing system for a product can be adequately described, and 
that it is possible to intelligently examine alternative plans of ac- 
tion in a simulated system before going to real world experimen- 
tation. We assume that human behavior within the market place 
and within business organization is not random and that the organ- 
ization of modern society in many ways confines the behavior of 
the people who must work within it. This is not to say that the 
behavior or actions of individual human beings can be mathemati- 
cally predicted. It is to say, that the human system has momen- 
tum, that the behavior of the group tomorrow will be very similar 
to its behavior today, and that consistency pervades more often 
than randomnicity. 

The final and perhaps most important assumption is that, if we 
can accurately describe the more important individual elements 
which make up the marketing system and recognize the manner in 
which these individual factors influence one another, we have, toa 
large degree, described the entire system. 

Let us now look at two representative decision areas in order 
to demonstrate the way in which a specific element is formulated 
and provide a sample of the kinds of relationships which must be 
considered when such a formulation is undertaken. 
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Figure III diagrams an aggregate consumer flow for a simpli- 
fied purchase decision related to one product distributed through 
retail stores. Eligible consumers—those who are able to use the 
product in question—have shopping habits. In aggregate, they enter 
stores with a certain frequency which is a function of their shop- 
ping habits and the level of their inventories. 

As we all know, the mere fact that a consumer shops in a store 
does not guarantee his exposure to the product in which we are 
interested. Consequently, an exposure rate is established in order 
to describe the rate at which potential buyers are exposed to the 
product. In the example presented in Figure III, this is a function 
of the number of stores stocking the product in relation to the total 
number of stores, a traffic factor indicating the probability of the 
shopper going down any given aisle, a measure of the consumer’s 
orientation toward the product at the time of his exposure as de- 
termined by point-of-sale advertising, and his experience with the 
product, to mention a few of many factors. Once exposure is 
achieved, purchase may result. The actual rate of purchase is as- 
sumed to be a function of recognition and attitude factors which 
will not be discussed in detail at this time. 

In order to provide a sample formulation representing an area 
of the market in which consumer attitudes and behavior become 
important, I would like to introduce a simplified formulation of a 
system element which we call the consumer satisfaction decision 
labeled ‘‘reaction decision’’ on the left of Figure III. After the 
consumer has purchased the product and become an owner we hy- 
pothesize a reaction to the product which will consolidate the atti- 
tude of the consumer, be it favorable or unfavorable, toward the 
product and the brand purchased. We begin our formulation with a 
behavioristic assumption concerning the propensity to be satisfied. 
This is merely a mathematical statement of the proposition that a 
consumer, once he has purchased the product, will be more apt to 
be satisfied rather than dissatisfied. This proposition is based on 
a belief that the consumer wishes to rationalize his purchase be- 
havior as having been wise and subsequently is, other things being 
equal, predisposed to a somewhat satisfactory reaction. 

Other factors also enter the picture and modify this basic tend- 
ency. These are the comparative product quality and the compar- 
ative product price. In formulating this portion of the decision to 
be satisfied a basic distinction between those who have used only 
one brand and those who have been exposed to several brands is 
established. It is our assumption that those who have not been ex- 
posed to more than one brand will not be as quality conscious as 
those who have had an opportunity to compare several brands and 
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hence several qualities. Price is assumed to be weighted more 
heavily at first, that is to say, more important during early pur- 
chases, while quality becomes an increasingly important deter- 
minant of satisfaction as use experience is gained. In equation 
form the results of the satisfaction decision may be expressed as 
indicated by the equation in Figure III. 

I hope that this will provide an indication, however imcomplete, 
of the kinds of factors which are considered in the simulation’s 
representation of a single element in the consumer system. 

This is a brief example of the kindof elements which make up a 
complete simulation. Other flows, including those of raw mate- 
rials, of finished goods, of information within and between the 
producting and distributing companies, of information to consum- 
ers as advertising and promotion, and from consumers in the form 
of orders and market research are also encompassed. 

In Figure III we have been looking, as through a microscope, at 
small building blocks which are combined to produce the over-all 
simulation. Many hundreds of these decision points may be com- 
bined into a single system representation. Once we have tested a 
complete simulation and found it to conform reasonably with what 
we know of the total system in real life we are in a position to be- 
gin to ask questions of the ‘‘what will happen if,’’ nature. How will 
a change in policy at one point in the system affect the entire mar- 
keting effort? Which type of promotional emphasis will have the 
greatest effect on one element in the activity sector? How will the 
response in a given activity sector affect inventory habits, and 
how will the resultant change in inventory practices affect the 
over-all purchase pattern? These are the kinds of questions which 
we can begin to ask once a consistent and accurate operating sys- 
tem representation is achieved. 

An example of a simple simulation study of the effect of spe- 
cific policy changes is provided in Figures IV, V, and VI which are 
photographs of actual computer output taken on the M.I.T.—I.B.M. 
704. These pictures were produced during a test conducted in 
order to determine the effect of three different ordering policies 
applied to a production-distribution system containing an ordering 
decision system. In this computer output, a series of two years 
of simulated behavior is examined under specified conditions with 
one part of the over-all ordering policy altered at each ordering 
point in order to permit examination of its affect on the system as 
a whole. 

In all three of the ordering policies which we will consider, the 
retailer, distributor, or factory warehouse agent compares the 
difference between the actual inventory which he possesses and an 
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ideal inventory which he desires on the basis of an established in- 
ventory policy. In each case he will order a sufficient number of 
goods to bring the actual inventory up to the desired level which 
will constitute an ideal inventory. 

He will also recognize the existence of a certain number of un- 
filled orders received from the retailers and follow the practice 
of placing an order of sufficient size to fill all unfilled orders 
presently outstanding. 

One area of consideration remains to be recognized. The re- 
tailer, distributor, or factory warehouse agent knows that, at any 
point in time, orders which have previously been sent and goods 
which are as yet unreceived are located at some point in the sys- 
tem between the output of orders to the next higher level and the 
input of inventory receipts. We will refer tothis backlog of orders 
and goods as being in the pipeline. Naturally the rate of receipts 
into inventory at any time is a function of the number of goods and 
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orders in the backlog over some previous time. The person order- 
ing therefore wishes to compensate for any discrepancy which 
might exist between the backlog which should be in the pipeline to 
provide an ideal inventory level and the actual pipeline contents. 

The policy variations which we will consider at this time focus 
on this pipeline-compensating portion of the ordering decision. 
Under the first policy which we will describe as the ‘‘basic order- 
ing procedure’’ and which is used for Figure V a complete and 
immediate adjustment is effected and the desired pipeline level is 
maintained at all times. 

In the second alternative, a step adjustment is introduced in 
conjunction with this pipeline correction such that six ordering 
periods are required before a complete adjustment is achieved. 
Under this policy the businessman making the ordering decision 
is assumed to follow a more cautious approach. He chooses to 
correct by small increments over a longer period rather than by a 
single large increment at the point in time at which the discrep- 
ancy is discovered. The results of this approach are shown in 
Figure VI. The basic procedure appears to be most desirable. 
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The more cautious Modification A keeps the retailer from main- 
taining a consistent inventory and resultant oscillations make it 
difficult for the distributor to obtain desired levels. 

We might refer to the distinction which separates the first and 
second ordering policy alternatives as a business policy differ- 
ence. The question of timing in the application of corrective or- 
dering factors is definitely a matter of business policy. The dis- 
tinction between the first and third ordering policies might, on the 
other hand, be referred to as a programming distinction. In the 
first case, already discussed above, the entire pipeline is viewed 
as a total reservoir and considered in its entirety when the ques- 
tion of the level which should be maintained in order to supply an 
appropriate input to the inventory is considered. Mathematically 
speaking, a smoothed function of the orders scheduled into each 
distributive level is multiplied by a measure of the total delay en- 
countered in the pipeline in order to determine the level of goods 
which must exist in the pipeline if it is to supply the product at the 
desired rate. In the third case, referred to as Modification B and 
represented in Figure VI, the pipeline is examined as an average 
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with attention focused on the relationship between the average 
number of goods flowing in the pipeline each day and the level of 
orders to the ordering sector. 

In so long as the pipeline system is in equilibrium, with the 
level of retail orders to the ordering sector equal to the rate of 
receipt of goods, the relationships specified by the first and third 
ordering policies are identical. However, when discrepancies 
occur the two means of looking at the same problem render quite 
different results as is indicated when Figures V and VI are com- 
pared. 

Figures IV, V, and VI are reproductions of charts generated 
within the computer and available to us on a TV type picture tube. 
This accounts for their unusual form and notations. 

The three variables shown in Figures IV, V, and VI are iden- 
tified in the key at the bottom of each picture as RAI (T), Retail 
Actual Inventory, plotted in all three figures with a solid line; DAI 
(T), Distributor Actual Inventory, drawn as a dotted line in all 
three figures; and FAI (T), Factory Actual Inventory, which ap- 
pears in all three figures as a dashed line. The identification as 
“factual inventory’’ distinguishes the existing inventory actually 
obtained from the ‘‘ideal inventory’’ desired at each level. 

In all three figures, the horizontal axis represents one hundred 
weeks of simulated time while the vertical axis indicates the num- 
ber of units in inventory at each point in time. 

Figure IV has a single vertical axis scale which is applicable 
to all three variables when multiplied by 10°. In Figure V three 
different axis and two scales are drawn. At the far left are a 
dotted axis and a dashed axis indicating that the left most scale is 
applicable to the variable drawn in similar dotted or dashed style, 
DAI (T) and FAI (T), respectively. The second scale is printed 
next to a solid line axis indicating its relation to the solid line 
variable RAI (T). 

In the key of Figures V and VI, it will be noted that a one power 
of 10 difference exists between the two scales with a 10° factor ap- 
plying to RAI (T) anda 10° factor modifying the scale indicated for 
DAI (T) and FAI (T). With this explanation providing a basis for 
examination, let us look at Figures IV, V, and VI. 

The first policy, described as the basic ordering procedure, 
resulted in the inventory levels shown in Figure IV. Here we note 
that the factory inventory described by the dashed line is seldom 
significant—the factory is just meeting demand—over the period 
studied, while retail and distributor inventories—the solid and 
dotted lines respectively fluctuate slightly in response to a sea- 
sonal demand. 
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Under the second policy the factory is forced to maintain a 
considerable inventory while the distributor replenishes his store 
of goods by incremental steps as retail orders in excess of factory 
shipments are filled. Retail inventories fluctuate in response to 
shipments from the distributors. All this as a result of the indi- 
cated and seemingly small change in ordering policy. 

Modification B, Figure VI, presents a picture similar to that 
encountered in Figure V. But here the period of adjustment is 
longer and the size of all inventories greater. 

I realize that this is not a complete discussion of cause and 
effect relationships. These photographs are presented in order to 
show the kind of change which can result from seemingly small 
policy changes. If the photographs have conveyed the impression 
that the implication of elemental changes can be great and have 
given you an indication of the way in which these effects may be 
examined through simulation they have served their purpose. 

Often this process of testing system responses and improving 
decisions on the basis of test results can be very frustrating. A 
few weeks ago, a programming error caused simulated consumers 
to stop buying. The normally anticipated events occurred for sev- 
eral simulated weeks—the simulated, competing, companies at- 
tempted various promotional efforts to re-establish the market. 
Production cut back, orders became non-existent. Then suddenly, 
some three months after simulated consumer retired from the 
market place, distributors began ordering at a huge rate. Now 
this is where our system broke down! Inresponse to these orders, 
factory production rose to all-time highs and distributor inven- 
tories reached impossible proportions. The simulated distributors 
soon realized their error, consumers and retailers were still not 
buying. 

But why had this sudden spurt of extreme optimism occurred 
in the simulated distributor sector? The specific reasons for this 
irrational behavior lay in the complex behavior of a relationship 
which became unstable at very small values. As a result of the 
sudden discontinuation of all retail purchases, the simulated model 
had encountered a situation which was not anticipated when poli- 
cies were formulated. The machine had not been given specific 
instructions applicable to the handling of such a situation, and it 
attempted to categorize this new experience in terms of previously 
encountered conditions in order to ‘‘make sense’’ out of this irra- 
tional consumer action. 

The moral of this story is simple. The machine must be sup- 
plied with all necessary information, criteria, and values. It can 
only know that which it has been told and learn that which it has 
been taught to understand. 
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The activities in system simulation might usefully be described 
under the heading of analysis, I would include all aspects of this 
study which focus on the examination of elements in the real mar- 
keting world and attempt to formulate representations for them. 
This is the phase of operations in which we must determine which 
variables are important and decide which factors canbe described. 
We have already mentioned that value judgments are introduced in 
establishing an order of priority which determines that some fac- 
tors will be included while others are excluded. The analysis 
phase is a point in the development of the simulation where these 
evaluations must be made. During the analysis phase, behavior- 
istic and institutional assumptions as well as reaction and oper- 
ating characteristics must also be established. 

The benefits to be obtained from this phase of the study are 
very significant. Through this kind of analysis, a better under- 
standing of the elements which make up the marketing system may 
be obtained. The market is broken down into specifically char- 
acterized sectors. One is forced to recognize that he is selling a 
product, not to a great mass of undifferentiated purchasers, but to 
a number of select groups having definite orientations towards the 
product, specific uses for which the product is being purchased, 
and definite attitudes toward the product which must be overcome 
or reinforced if the product is to be sold. 

Synthesis is the process of combining elements such as those 
represented in Figure III into a larger system similar to that 
pictured in Figure II. Each of the behavioristic and operational 
assumptions, relationships, and microscopic parts which make up 
the larger system must be consistent with all the others if the 
synthesized whole is to function properly. 

Development includes the examination of the operating char- 
acteristics of the system as a whole, tests of excitation-response 
relationships, and determination of improved representations. It 
is in the development stage that we have an opportunity to experi- 
ment with alternative policy and reaction assumptions. 

We believe that dynamic simulation and numerical analysis 
techniques offer great promise in aiding the formulation of mar- 
keting strategy. Examination of marketing systems through these 
techniques forces detailed consideration of the systems in which 
marketing men are working and demands explicit recognition of 
relationships and of policies. If this method were to do nothing 
else, the value of the understanding obtained through rigorous sys- 
tems analysis would justify its undertaking. However, in addition 
to this gain realized in the analysis phase, the synthesis and 
development aspects of such an approach provide a means of 
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examining an over-all picture of the marketing system without 
losing important details. Simultaneous consideration of multiple 
relationships become a reality. We begin to see a potential means 
of answering the ‘‘what would happen if’’ question rather than 
mourning the ‘‘wasn’t it too bad that’’ fact of the past. 

Here we have a potential for experimentation with minimum 
delay and cost—an opportunity to examine all probable situations 
and gain a greatly increased understanding of marketing world 
action. 

As we pointed out in the beginning of this discussion, this is a 
progress report. However, it is a report of work now in progress, 
and not a proposal for activities dreamed of for future years. We, 
and others, are presently studying market situations encountered 
by real companies, working with actual problems that exist today, 
representing activity in the markets with which these companies 
are dealing, simulating the factors which determine demand for 
their products, and searching for those elements in the system 
which constrain the behavior and limit the alternatives of com- 
petitors. Returns in the form of competitive advantage will not be 
immediate. The cost in time and money in the formative period 
of simulation and model building will be very high. However, we 
firmly believe that the returns, when they come, will be substan- 
tial and produce far-reaching implications for you and/or your 
competitors. 
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A CRITIQUE OF OPERATIONS RESEARCH 
IN FORMULATING MARKETING 
DECISIONS 


John F. Magee* 


HAT can operations research offer marketing management? 
What has it contributed? What solid contribution to market- 
ing research can it make in the next ten years? 

I have been working in an operations research group for the 
past decade, most of the time on marketing problems. I have 
wondered about these questions a great deal, and have hada 
chance to see where a top-notch operations research group suc- 
ceeded and where it failed in marketing work. 


Operations research potentially has a good deal to 
offer marketing, not just on the fringes but in basic con- 
cepts. 

Turning the potential into actuality has been a slow, 
halting, painful job. The principal difficulties have been 
naiveté on the operations research side, unfamiliarity 
and lack of research background in marketing manage- 
ment, and especially the difficulty of marketing problems. 

I am hopeful that the blocks are slowly dissolving. 


The Nature of the Operations Research Contribution 


Specific cases scattered across the spectrum of marketing for 
success with operations research: 


Working out a pricing policy and its application toa 
product line. 

Measuring advertising payoff in some cases, 

Laying out plans for timing and location of plant ex- 
pansion to meet market needs. 


*John F. Magee, Arthur D. Little, Inc. Cambridge, Massachusetts. 
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Analyzing distribution costs for better cost control. 
Analyzing new product proposals and the economics 
of proposed new products in use. 


But I think we would miss the basic issue. On any one of these, we 
could easily get sidetracked into debating whether the circum- 
stances are really typical, whether operations research people 
contributed anything but bright ideas and maybe some mathematics, 
whether there is any hint of a contribution of a more fundamental 
conceptual nature. I would like to concentrate on two or three 
basic types of contribution, and rest the case on these. 
Let me make two things clear: 


1. I am not basing the case for operations research on its 
“tools’’ or ‘‘techniques.’’ If all operations research has to offer 
is technique—statistical method, linear programming, waiting line 
analysis, etc.—then let’s forget it. Teach the mathematics in 
marketing research and eliminate all the confusion. Mathematical 
technique is anyone’s property. 

2. The contribution of operations research in marketing rests 
on three main points: 


1. The systems concept. 

2. The model concept, and the search for models of con- 
sumer action. 

The emphasis on experimentation. 


The Systems Concept 


In many recent discussions I have heard marketing people em- 
phasize the marketing function, as differentiated, for example, 
from manufacturing, finance, or other industrial functions. I rec- 
ognize the importance of building functional knowledge and skill in 
marketing. I think that operations research can complement mar- 
keting functional skill with systems skill and concepts. 

Marketing managers are interested in inventory management. 
After all, the bulk of inventory investment, whether held by re- 
tailers, manufacturers, or others in between, is held for market- 
ing purposes. Marketing decisions—on product line, promotions 
or channels of distribution—strongly affect the inventory invest- 
ment required. Finally, customer inventory policy has a great 
deal to do with the success and stability of a marketing program. 

Despite the importance of inventory problems to marketing, the 
marketing literature is peculiarly silent on the philosophy and 
techniques of inventory management. Why? 
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Perhaps the answer lies in the fact that marketing is only one 
of several functions in a business that has a vital interest in in- 
ventory policy. The marketing function by itself cannot cope with 
inventory problems any more than can manufacturing, traffic, 
purchasing, or finance. 

Inventory management is a system problem. The inventories 
at each point in the plant, during transportation, at field distribu- 
tor or retail store, serve as buffers between successive opera- 
tions or functions. You cannot determine an inventory policy with- 
out taking account of costs and problems of both the user and the 
supplier. Let us take a typical factory-to-customer distribution 
system and look at some of the issues that come up. First, let us 
just list the elements of the system: 


1. Local and regional warehouses, and the inventories 
stored in them. 

2. Transport facilities. 

3. Production facilities and central storage. 

4. A communications system. 


Each one of these elements is an essential part of the distribution 
system. 
Here are a few of the issues that can come up: 


1. Where do we put the local warehouses; how many of 
them? With more warehouses or distribution points 
we can get closer to the customer, perhaps give better 
service, cut local delivery costs. But with fewer, we 
can get greater throughput in each, afford more fre- 
quent replenishment, cut field stocks or give more re- 
liable delivery with the same stocks. It has been es- 
timated that from about 20 distribution points, prop- 
erly located, we can reach over 80 per cent of the 
consumer market within one day. Is this the right 
number of any particular company’s needs; what is the 
right balance? 

2. What items do the local warehouses carry, how much 
of each to protect service? Study of the product lines 
of a wide variety of industries shows that these follow 
a common pattern (Figure 1). The top ten per cent of 
the items account for as much as 80 per cent of the 
sales volume; half of the items account for as little as 
two per cent of the sales. In most businesses, these 
slow-moving items account for far more of their share 
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TYPICAL PRODUCT LINE BREAKDOWN 
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of inventory investment, service headaches and hand- 
ling costs. What is the right place to carry these to 
balance investment, cost, and availability? 

What transport method do we use to replenish inven- 
tories? Rail, truck, air? How much can we pay in 
transport to cut time and local inventories? The day 
when transportation decisions could be made strictly 
on a cost-per-ton-mile basis is rapidly waning. Speed, 
flexibility and reliability of transport are increasingly 
important. These are the characteristics in today’s 
competitive nationwide markets for diversified prod- 
uct lines that determine how well the transport function 
backs up marketing. 

Just as an example, consider typewriters. Not so 
many years ago, I am told, most typewriters came in 
a standard color, carriage width, and type font. Today 
you can get a typewriter in the color to match your 
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office decor and in a type style to match your person- 
ality, and customers everywhere expect just as good 
delivery. To meet this demand—imposed by marketing 
—the transportation methods used must be fast and re- 
liable, if inventories and obsolescence costs are to be 
kept within sight. 

4. Can we speed up communications and improve service 
and cut inventories? Communications in a distribution 
network form the nervous system, providing the feed- 
back needed to control the system to meet needs. The 
new technology of information handling must be prop- 
erly integrated in production-distribution systems if 
these are to respond to the market challenge. 

. What balance among service to the field, inventory in- 
vestment and production stability makes sense? Sales, 
promotion and field stocking policies have a tremen- 
dous impact on production stability. In industry after 
industry, we find consumers using products at a stable 
rate, yet marketing practices generate major demand 
fluctuations on plant facilities. These fluctuations cost 
money—even if we ignore the social effects~—and there- 
by cut margins and make the marketing job more diffi- 
cult. 


These questions cannot really be answered in isolation; they 
are tightly interrelated. A sound answer for any business depends 
on a balance of costs, and needs. The interests of no single func- 
tion in the business are sufficient to get a sound answer. The 
whole production-distribution system must be examined. 

Ten years ago, the literature on these problems was pretty 
limited at best. In the last ten years, the operations research 
field has put a great deal of effort into the study of these systems, 
and today there is a sizable, growing body of concept and method 
to deal with them. 

What will the effect be over the next ten years? Three major 
forces are at work—new, growing technologies in information 
handling, transportation, materials handling; increased attention 
to distribution costs and changes in manufacturing technology. 
These can be expected to have serious impact on product engineer- 
ing, plant location, manufacturing organization, logistics, and dis- 
tribution cost. These are vital matters to the marketing function. 
The operations research field can assist in designing the produc- 
tion-distribution system to meet marketing needs. 

I will mention briefly two other areas where operations 
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research concepts and methods for dealing with systems are be- 
ginning to play a role: 


1. The timing and location of facilities investment to 
meet anticipated forecast requirements. Here, a key 
problem is to make sure that capital expansion plans 
are flexible enough to adapt to forecast inaccuracies or 
changing conditions. 

2. Allocation of marketing effort among, e.g., media, 
markets, or products, between increased penetration 
and market expansion, and between today’s profits and 
future returns. The progress is modest but encour- 
aging. The principal difficulties are in the areas I 
want to touch on next—experimentation and models of 
customer behavior. 


Emphasis on Experimentation 


My marketing friends have repeatedly emphasized to me that 
marketing must always depend on creative thought, intuition and 
imagination. Is this any different from other professions—medi- 
cine, aeronautical engineering, or whatever? At most, the differ- 
ence is, or ought to be, a matter of degree. 

If marketing is to be a blend of art and science, then experi- 
mentation, on which much science is based, must be one of the key 
methods of marketing research. In discussing experimentation, I 
want to emphasize just what I mean. 


1. Experiments are used to test hypotheses about what 
factors make a difference, and how much difference 
they make. 

Surveys to get a representative picture of customers’ 
characteristics or to get numbers for control or mar- 
ket forecasting purposes are at best only one limited 
form of experiment, 


There is plenty of room in marketing for other kinds of experi- 
ments, designed to measure differences among customers, to test 
hypotheses about the effects of different marketing actions, and to 
measure purchasing characteristics of elements of the market. 
The design of such experiments is quite different from the typical 
“representative’’ survey; the objectives are different. And yet, 
marketing literature, which places great emphasis on ‘‘represent- 
ative’’ population surveys, contains relatively little on the design 
and operation of other types of tests. 
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The methods of experimental design have been highly developed 
by statisticians, biologists, and others. Today these methods are 
playing a vital role in such fields as medicine, space engineering, 
chemical engineering, and other fields far from the original fields 
of agriculture where the interest in experimental design was nur- 
tured. 

Here are some examples of the kind of experimentation I mean: 


1. One well-known consumer goods marketer thought it 
had a good idea how to allocate advertising expendi- 
tures among local markets. But it took 40 markets, 
selected to represent equally the main types of mar- 
kets it is in. In half—20 markets—the marketing pro- 
gram was turned backwards: heavy effort was put on 
the normally lightly hit markets, and vice versa. This 
campaign was run a year, with detailed records of 
sales and customer reactions. The test program was 
not better; they knew it was probably much worse. The 
experiment was designed to test out the assumptions 

underlying the allocation of promotion, and to get a 

measure of differences. 

No doubt this was expensive, but the company has 

continued similar tests. The information from experi- 
ments is worth it, just as much as is information, say, 
from surveys. | 
Charles Ramond of du Pont has described the start 
made by his company to use the method of evolutionary 
operation to experiment with marketing effort.’ This 
is a method developed particularly for analysis of 
complex chemical processes where experiments to 
improve operations must be done on the full-scale 
equipment. In process operations, experimentation 
can be expensive indeed, but very worth while. 

3. In previous papers and articles I have described ex- 
amples of experiments, using the classical methods of 
experimental design—latin square, randomized block 
methods, etc.—and the related techniques of statistics 
such as analysis of variance. We have found these 
techniques extremely valuable in setting up meaningful 
marketing field experiments and getting sound inter- 
pretation. 


bo 


1. Proceedings: Fourth Annual Conference, Advertising Research Foundation, 
New York, N. Y., October 2, 1958, p. 25. 
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The methods of design of experiment and statistical analysis of 
experimental data are part of our common store of knowledge. 
Many fields of research and engineering are using these tech- 
niques, adding to them, and benefiting from them. Many members 
of the marketing research profession are using similar methods 
in survey design, but rarely in experimental design and operation. 
I think it is important that more people in the marketing profes- 
sion become interested in, learn about, and discuss experimental 
methods in marketing. 

Use of experiments in marketing is not easy; it can be expen- 
sive. It is hardly more difficult—or expensive—than many modern 
experiments in other fields, such as chemical engineering or 
physics. Marketing has just as much to gain by building and using 
experimental techniques peculiar to its own needs. 

Here are just two key experimental problems that need to be 
solved: 


1. How to measure change in individual customers. Most 
market survey techniques give us a snapshot of the in- 
dividual customer. For many purposes, we want a 
measure of change—in purchasing, attitude, or what- 
ever—as well. Indeed, as Eva Mueller has indicated, ? 
change may be a key attribute. Panels are valuable in 
giving us some measure of change, but with their well- 
known difficulties. 

2. How to select experimental samples to balance low 
variance against experimental opportunity and cost. 
Experimental units do not have to be representative; 
reasonable homogeneity within experimental blocks is 
certainly desirable. 


These are problems on which we are working, and making 
progress. These are questions on which the marketing profession 
can afford to spend real time and effort to turn experimental tech- 
niques into a major marketing tool. 

I know that designed experimentation in marketing is used and 
is growing. Operations research people are contributing in two 
ways to this development: characteristically they are trained in 
experimental and statistical techniques required; they are also 


2. Eva Mueller, ‘‘Effects of Consumer Attitudes on Purchases,’’ The Journal 
of the American Economic Association, December, 1957, V. XLVII, N. 6. 
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pressing for use of these methods to get the measurements needed 
in systems studies and in building and testing customer models. 


Models of Customer Activity 


This brings me to my third basic point: the development of 
models of customer activity. 

A model, as I am using the word, is a representation of some- 
thing which can be used more readily for study than the thing it- 
self. Here are some examples: 


1. A ship model is used in a basin, or an aircraft model 
in a wind tunnel, to study drag and turbulence which 
the full-scale vessel will encounter. 

2. The equations of classical mechanics are a model of 
how physical bodies behave. By study of these equa- 
tions, physicists can predict how physical bodies be- 
have, and much engineering is based on them. 

3. The classical model of the atom—the nucleus of pro- 
tons and neutrons circled like planets by rings of elec- 
trons—was a very useful tool for studying the chemical 
properties of matter. 


Both of these last two models are now out of date. Modern 
physical and chemical theories are much more complex and so- 
phisticated. But in their day, these were a great step forward in 
understanding. And today these models are very useful in most 
problems. 

There are many ways of describing customers. Uses of psy- 
chological and sociological concepts have grown tremendously. We 
think there is another way which also has its place: quantitative 
models of customer activity. 

What might these models look like? Let me use a simple ex- 
ample based on the ‘‘switching’’ or ‘‘transition’’ concept. Suppose 
we could classify the potential market for a product into two 
groups: customers and noncustomers. Then in time there will be 
some interchange (Figure 2). The figure illustrates the situation 
where the “customer’’ group constitutes a third of the total: 20 
per cent leave in a period and are replaced by ten per cent of the 
noncustomers, This can be summarized in the following two-way 
table: 

End of Period 
Start of Period Customer Noncustomer 
Customer 80% 20% 
Noncustomer 10% 90% 
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SWITCHES IN CUSTOMER PREFERENCE 


START END 


CUSTOMER 


NON - CUSTOMERS 


AAR SAARI 


Figure 2 


Sales effort might be characterized in terms of its effect in chang- 
ing the transition rates. 

This is a pretty artificial concept. What evidence is there that 
it has any merit? In what directions is work going on to improve 
and expand it? What use is it? 

Some time ago, Vidale and Wolfe® published results of work on 
evaluating advertising. They proposed a model or description of 
advertising results based on this work. The “‘transition’’ concept 
gives exactly the same results they demonstrated. 

Kuehn * published some very interesting studies of consumer 
panel data which show closely similar activity among the con- 
sumers studied. 

Brown, Hulswit and Kettelle® reported a study of industrial 
salesmen’s effectiveness. The results of an experiment they de- 
scribe show how industrial customers follow this same ‘‘switch- 
ing’’ pattern. 


3. M. L. Vidale and H. B. Wolfe,‘‘An Operations Research Study of Sales Re- 
sponse to Advertising, ’? Operations Research, V. 5, N. 3, June 1957, pp. 370-382. 

4. Alfred A, Kuehn, ‘‘An Analysis of the Dynamics of Consumer Behavior and 
Its Implications for Marketing Management, ’’ Carnegie Institute of Technology, May 
1958. 

5. Arthur A. Brown, Frank T. Hulswit, and John D. Kettelle, ‘‘A Study of Sales 
Operations,’’ Operations Research, V. 4, N. 3, June 1956. 
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The basic idea I have described can be expanded: the two-way 
table might encompass any number of groups: two as I showed, 
ten, fifty, a hundred, or more. George Kimball and others are de- 
veloping methods for setting up such groups. The bases for the 
groups may include social or economic condition, attitude, use pat- 
terns, current brand usage, or other factors. This makes it pos- 
sible to use the ‘‘transition’’ model to interpret attitude and survey 
data, and to study durable as well as nondurable goods. 

What practical value has this type of model of customer ac- 
tivity? Here are some of the ways we are using such models: 


1. To identify the characteristics that are most impor- 
tant to change in customers—for directing marketing 
action. 

2. To identify the numbers to be measured by survey or 
experiment. 

3. To interpret experimental results to work out sales 
budgets and allocation. For example, Herniter® has 
shown how this switching concept can be used to choose 
advertising policy based on long-term payoff. 


I certainly do not advocate models, based on this concept or 
others, as the only way to characterize customers. I think such a 
model is one useful way of looking at customers that operations 
research has introduced. We have found that it complements and 
supports the usefulness of studies of customer attitudes and the 
bases for them. Development of models of customer activity is 
essential to measurement of marketing effectiveness. 


Some Hindrances 


I have mentioned some of the contributions operations research 
can make in marketing. Why aren’t these more in evidence? What 
has held them up? 

For one thing, the naiveté of operations research people— 


In their knowledge of the marketing process and its 
problems, 

In their knowledge of marketing research, 

In the language they have used and still use. 


6. Jerome D. Herniter, ‘*An Application of Dynamic Programming to a Sales 
Problem,’’ a paper presented at the Thirteenth National Meeting of the Operations 
Society of America, May 15-17, 1958, in Boston, Massachusetts. 
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Let me just dwell on this last point, because it’s a sore one, 
The operations research discipline has its own technical language, 
just as marketing has. It is called ‘‘jargon’’ or ‘‘terminology,’’ 
depending on which side of the fence you are on. But much of it is 
unfamiliar to members of other fields. 

When this unfamiliar language has been applied in a cavalier 
way to problems and subjects about which the operations research 
people clearly knew very little, and on which other people had 
spent their professional lives, this has bred resentment. Resent- 
ment has bred antagonism. Antagonism has meant lost opportuni- 
ties to work together. 

Marketing managers have often been antagonized. They have 
also seen that operations research did not offer a clear-cut way, 
at least something immediately useful on today’s problems. Please 
understand; I do not intend these comments as categorical. Yet 
marketing management has characteristically been reluctant in- 
deed to divert effort from fighting today’s fires to gamble ona 
research breakthrough tomorrow. 

Fortunately for the operations research field, this attitude has 
not been universal in marketing management or research circles. 
A good deal of operations research has been supported in subjects 
related to marketing: 


In analyzing customer activity, 
In systems studies like physical distribution or capital 
planning, related to market needs. 


It has taken patience on both sides, but I think we are making 
some progress. Despite the difficulties, some marketing people 
have let their operations research brethren in the door. We have 
learned to talk together a bit better. I think those in the marketing 
profession who have been patient enough to try have learned some- 
thing in the process. I know the operations research people have— 
though they still have a long way to go. 

One thing they have learned is how extremely complex the 
marketing process is, how many forms it can take, and how tightly 
linked to other phases of business itis. The operations research 
people have had to give up any ideas of revolutionizing marketing 
aspects of business with the wave of an integral sign. They have 
had to go back to the details of the individual problems and pain- 
fully construct concepts and methods, to generalize slowly from 
experience, and thereby to start building the foundations necessary 
for effective collaboration with men in marketing and the social 
science disciplines. 


\ 
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The industrial operations research field has been going through 
an evolution. The greatest lasting success has been on the tactical 
issues: inventory control, physical distribution, warehouse loca- 
tion, sales and advertising tests. Out of this effort is being built 
the basis for the contributions I have cited: systems concepts, 
experimental concepts, and customer activity models. Improve- 
ment of these in turn is the key to the contribution operations re- 
search may make to marketing strategy in the future. 


MARKETING’S PRODUCTIVITY 
IN THE 1960'S 


Kenneth Wilson* 


don’t suppose there is anyone in this sophisticated and under- 

standing audience who would dare to deny the importance of, or 
the need for, some thoughtful thinking relative to the productivity 
of marketing in the 60’s. The fact that we are thinking, today, of 
the future productivity of marketing is most certainly an indication 
that modern marketing management recognizes that the time to get 
our house in order is BEFORE we are in trouble—not AFTER we 
have lost our position in a market. 

On the premise of this oversimplified statement, I wish to 
begin my remarks by saying that we do not put anything in order 
or prepare to meet any mission or set of objectives in the field of 
marketing unless we first try tobringintofocus some of the things 
which are definitely going to affect or condition our productivity. 

Future marketing productivity will depend upon a great many 
things, but here are a number of them which I would like to dis- 
cuss briefly with you. They are changes in ourselves—our atti- 
tudes and our personnel, in the consumer, in the character and 
organization of our marketing institutions, in the economic cli- 
mate within which we find ourselves, in our products, in our ad- 
vertising and advertising media, changes in the philosophy of 
management and the objectives of business and industry, as well 
as changes in the international scene. 


A Look at Ourselves 


I have always felt that if we are to move forward in our pro- 
ductivity then most certainly we must condition ourselves to do 
so. In other words, it is something more than just aptitude—it is 
also a matter of attitude. To do a good job of marketing one has 
to be in the right frame of mind. It is so easy to take a pessi- 
mistic viewpoint when we see a great many dark shadows on the 


*Kenneth Wilson, Dean, College of Business Administration, University of Cin- 
cinnati. 
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world’s horizon today such as: the unceasing battle for time in 
conquering space, problems of the Far East, the Cold War and 
certain aspects of our fiscal policy here within the United States. 
It is my firm belief, however, that we need to look through these 
dark shadows and to spotlight some of the good things that are all 
around us. We need to have a real appreciation of our economic 
way of life. Further than this, we must remember that it is you 
and I who help to formulate the economic pattern within which we 
find ourselves. I am convinced that as we look at all of the so- 
called economic indicators and as we study the trends in such mat- 
ters as employment, gross national product, personal income, 
retail sales, consumer credit, industrial production, total con- 
struction and population growth that we can not help but have a 
feeling of true confidence. 

Let’s remember that we have out-produced and out-fought every 
enemy and won every economic struggle in which we have engaged 
to date. How can we possibly be licked in an economic atmosphere 
of this kind? We ought to have a feeling of hospitality in our 
hearts, but at the same time we can not afford to be indifferent. 
Having seen the results of our past effort we should now move 
forward with renewed energy as we face the task ahead. If we are 
to maintain our position of economic leadership, we must make 
even greater progress in the future than we have up to the present. 
Marketing has little room for the individual witha passive attitude. 
I have seldom found top marketing productivity coming from a 
company or an individual who has the attitude of a ‘‘sourpuss.’’ 
Let’s have a feeling of optimism—not just blind optimism, but 
optimism with a high degree of objectivity! This is the frame of 
mind with which to approach the goal of higher productivity. 


The Customer 


Marketing productivity demands that we keep in tune with the 
customer. I use the word ‘‘customer’’ in the singular sense be- 
cause we must pay more attention to him as an individual—to his 
particular needs—his problems and his desires. We should never 
find ourselves out of focus on this important matter. The cus- 
tomer is much smarter now than he used to be and you helped to 
make him that way. As we project our thinking ahead, there is lit- 
tle doubt but what we are dealing with a new society and con- 
sequently with new markets. It is an educated society—one that is 
quick to recognize the innovator and gives its loyalty to him, one 
that is mobile and will continue to bring changing scenes to our 
economic and social structures, Customer-oriented strategy per- 
mits a maximization of services and moves towards the goal of 
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more goods per dollar spent. This is the kind of philosophy that 
builds not just for today, but for tomorrow. When we talk about 
better service, we should mean it in the sense of bringing real 
values to the customer—not just at the point-of-sale, but also at 
the point-of-use during the life of the product. 

The scope of marketing problems will continue to broaden. It 
is not enough today just to say that we are living in a shrinking 
world because of all the technological advancements and achieve- 
ments of mankind. We can not pass over this thought with simply 
a shrug of the shoulders. It is a little sobering to review the fact 
that many countries can now place good products in enough mar- 
kets of the world so that, for all practical purposes, few busi- 
nesses in any country can safely think that they have a ‘‘domestic’’ 
market as contrasted with the ‘‘foreign’’ or ‘“‘overseas market.’’ 
Today, all markets of the world, for almost any product which can 
be exchanged for money, are ina very real sense ‘‘international’’ 
markets. 


Our Personnel 


We achieve marketing action through people and if productivity 
is to be increased, we must concern ourselves with bringing peo- 
ple of real strength around us. If we can solve the human problem, 
then many of our worries are over. Andrew Carnegie once stated 
that if misfortune should suddenly strike and he were to lose all of 
his physical assets, he could soon rebuild his organization if he 
could only retain his people around him. The right people will 
find the right answers. We would be better off if we were to forget 
some of the things that we have learned about so-called line and 
staff positions in our organizational structures. This is the time 
to recognize that there is no such thing as an unimportant job in 
your business. At a given moment in time some one individual of 
your organization represents your thinking, your philosophy of 
business, your ethical standards, all of the goodwill you have 
worked so long and so hard to attain—in fact, your whole organi- 
zation. A single employee becomes Mr. Company to the public. 
This leaves no choice but to build the human side of our business 
as never before. 

We need people who are keen to try the new way and who have 
the common sense to ask for help and to seek out the right person 
from whom they can receive wise counsel. In marketing we need 
people with unlimited confidence who are optimistic about the 
future but yet are realistic about it. Marketing action demands 
that we have people who want to do things for others. They 
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Should be the type that is challenged by tough problems—not 
licked by them. Marketing management requires that our person- 
nel be useful citizens, morally sound and with a definite sense of 
direction. A man’s effectiveness reaches far beyond just what he 
does on the job. It must reach out into the church, the school, 
the community and our government. 

It is time now to readjust our thinking and structure within the 
organizational pattern of our marketing institutions in order that 
we adapt to the ‘‘upward’’ kind of authority. This means that it is 
the responsibility of each member of the team to try to help the 
man ahead of him to do a better job. Such a philosophy is quite 
different from that of just telling people what to do and permits 
the possibility of far more creativity coming from individuals 
comprising the organization. Further than this, it provides for 
the kind of atmosphere that allows each man to develop to the full- 
est of his individual capacity. Creative management is good 
marketing management and helps us to lead our business in the 
direction that we want it to go. It is far more apt to result in the 
development of new ideas and new approaches. It will keep our 
business youthful and adaptable to the changing scenes of the new 
society—the new markets of the 60’s. We can not go far in in- 
creasing our productivity if we do not bring people around us who 
are willing to study, willing to learn and willing to build men. 


Marketing Institutions 


Many obvious changes have taken place and are continuing to 
take place during your lifetime and mine in the character and or- 
ganization of our marketing institutions. Think for a moment of 
what has occurred in recent years through mergers and the ac- 
quisition of products not formerly handled by companies. Review 
again the movement toward greater decentralization of manage- 
ment control. 

Study the results of diversification, development of shopping 
centers and a more definite focus on interurban markets. On and 
on changes have taken place bringing about industrial and in- 
stitutional modifications, but in general these evolutionary actions 
take place to improve organizational structures, to expand mar- 
kets and to increase operational efficiency. Such changes con- 
stantly bring us nearer to the ideas of effective marketing man- 
agement. Marketing institutions have no choice but to change and 
adapt to the demands of the consumer. Marketing productivity 
demands innovation—not static contentment. If our marketing in- 
stitutions are to continue to serve the customers of tomorrow, 
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then it should be recognized that all business actions must be 
market oriented. 


The Product 


Products or services are developed not only from what the 
consumer demands or accepts, but also from whathe can rightfully 
expect from the product or service. Think of how much more 
today’s consumer expects: of an automobile, an automatic washer 
or a cake mix. The matter of expectation on the part of the con- 
sumer needs constant and intensive study. 

Perhaps one of the most significant factors related to the fu- 
ture productivity of marketing is making certain that there is an 
effective feedback and integration of the marketing function with 
the total operations of a business or industrial enterprise. Mar- 
keting people must be in a position to influence, and play a part in, 
the nature and design of the product to be produced for a given 
market. Progress made in recent years toward the adoption of the 
total marketing concept is indeed heartening. Any attempt in the 
field of marketing management to describe a sales picture today 
solely by evaluating the advertising alone, or the sales effort 
alone, or even the over-all marketing strategy alone can be mis- 
leading. 

Productivity in marketing demands movement of goods. With- 
out the proper level of movement, the marketing process becomes 
inefficient and costly. The consumer will not be misled very 
long by a faulty product regardless of how well it may be packaged. 
There is no other choice but to pay attention to quality standards 
and to stick to them. It is more important to have the right 
merchandise than a price concession on the wrong merchandise. 
We should strive to keep the quality of a product at the top of its 
competitive class if we really want increased productivity in mar- 
keting. Let’s forget the ‘‘cover-up’”’ actions such as a surge of 
advertising to correct faulty pricing. These actions are not 
sound for the long pull and consequently not conducive to increased 
productivity. When we get into trouble, we should single out the 
cause or causes and do something about correcting them. This 
calls for management to localize trouble spots. Such decisions 
demand more market information. Costs that are unknown are 
usually high costs. We are now in the stage of more and more 
inter-industry competition not just intra-industry or business 
competition. The answers to many of our problems may be found 
not just at the point-of-sale, but again at the point-of-use by the 
consumer. 
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Advertising 


Most of us attending this meeting have been around long enough 
to permit our witnessing the advent of both radio and television. 
New communications devices will continue to be developed and, 
of course, along with them will come new media opportunities and 
new techniques of advertising. Intercontinental TV is undoubtedly 
just around the corner. Those who argued that the advertising 
dollar was not a good economic expenditure have faded into the 
dim past. Advertising has taken its place in the marketing con- 
cept and continues to make a proper contribution to our system 
of mass distribution. 

Marketing productivity demands a continuing development of 
more sophisticated measurements of such factors as: amounts of 
advertising needed, the type, frequency, tie-ins and effectiveness 
to assume its full responsibilities as a part of the total business 
equation. Decisions concerning expenditures for advertising will 
be influenced more specifically by astute marketing planning, 
careful setting of objectives and point-of-evidence decision mak- 
ing. Advertising’s contribution to increased marketing productiv- 
ity will not come about through decisions based upon past ex- 
perience. This responsibility can be carried only by those who 
are creative and who are of the experimental frame of mind. 
Those who are responsible for marketing management in the 60’s 
should take the attitude that our old methods are no longer good 
enough. This will cause the kind of critical evaluation needed to 
come up with the new ideas and new approaches so necessary in 
our advertising efforts. We cannot always take the same old path- 
way to success, particularly in advertising, if we are to stay out 
in front and achieve maximum movement of products and serv- 
ices to the consumer. 


Philosophy of Business 


Tomorrow’s challenge in marketing productivity is to earn the 
right to serve the new markets which are growing out of the de- 
velopment of a new society. We must not, at this time, permit 
ourselves to become tied to tradition or colored in our thinking 
by preconceived ideas. Productive marketing management re- 
quires that we approach each new day with an open mind and with 
a willingness to accept change. 

Perhaps no one is any more conscious of the new demands that 
are to be placed upon management in the coming years thana 
Dean of a College of Business. One of his major problems and 
that of his faculty is to attempt to educate men and women for 
tomorrow. Educators should be setting the pace and pointing 
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the way rather than following and describing what has been done by 
business. It is a very large order, yet many years ago Alfred N. 
Whitehead summed it up very well when he wrote: 


‘‘Today’s business organization requires an imagina- 
tive grasp of the psychologies of populations engaged in 
differing modes of occupation; of populations scattered 
through cities, through mountains, through plains; of 
populations on the ocean, and of populations in mines, 
and of populations in forests. It requires an imaginative 
grasp of the interlocking interests of great organizations, 
and of the reactions of the whole complex to any change 
in one of its elements, It requires an imaginative under- 
standing of laws of political economy, not merely in the 
abstract, but also with the power to construe them in 
terms of the particular circumstances of a concrete busi- 
ness. 

It requires some knowledge of the habits of govern- 
ment, and of the variations of those habits under diverse 
conditions. . . .it requires some knowledge of the laws 
of health, and of the laws of fatigue, and of the conditions 
for sustained reliability. It requires an imaginative un- 
derstanding of the social effects of the conditions of 
factories. It requires a sufficient conception of the role 
of applied science in modern society. It requires that 
discipline of character which can say ‘‘Yes’’ and ‘‘No’’ 
to other men, not by reason of blind obstinacy, but with 
firmness derived from a conscious evaluation of relevant 
alternatives.”’ 

Alfred North Whitehead, “Universities and Their 
Function,’’ The Aims of Education and Other Essays, 
The Macmillan Co., 1929. See pp. 98-99, Mentor Book 
Edition, 1949. 


I ask that you think about Mr. Whitehead’s statement and you 
will then begin to recognize the breadth and the scope of what is 
involved in increasing marketing productivity. You may also ap- 
preciate more fully the sum total of knowledge and wisdom that 
is needed to accomplish the task ahead. All of it must be done 
through people. We need to raise the standards by which we 
measure our accomplishments and by which we are willing to be 
measured. We need a sense of idealism—a vision of what might 
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be. This helps to clarify the part that each of us can play and the 
results we are seeking through good marketing management. The 
task of increasing our productivity in the field of marketing is not 
something that we can accomplish single-handed. We shall move 
forward together and we have the great resources of the Ameri- 
can Marketing Association membership to draw upon. Man’s 
greatest progress has come from the world of ideas and his 
ability to put them into action through teamwork with his fellow 
men. 

I believe that Dr. Temple Burling expresses best the kind of 
teamwork I am talking about in his Essays on Human Aspects of 
Administration: 


‘“‘The surgeon is unquestionably responsible for what 
happens in the operating room and it is on his authority 
that the operation is undertaken. His responsibility is one 
of the greatest assumed by any man, and it is generally 
Supposed that concomitant with this, he exercises con- 
tinuous and active supervision during the operation, 

Many people suppose the situation to be like this: the 
atmosphere is tense, scarcely a word is spoken. The 
surgeon dominates the entire room with his powerful 
personality and expresses authority in quiet, terse, but 
imperative commands: ‘‘Knife!’’—‘‘Scissors!’’— 
‘*Sponge !’’— ‘ ‘Wipe !’’— ‘‘Hemostat!’’ The rest of the team 
say nothing, but carry out his orders like automatons. 

An operating room actually is not at all like this. 
The atmosphere is relaxed. There is a great deal of 
conversation. . . .Often not a single order is given. Ifa 
trained observer, entirely unfamiliar with the purpose of 
the procedure and the responsibilities of each member of 
the team, were to attempt to deduce from observed behav- 
ior who was the authority inthe group, he would have great 
difficulty in doing so. In fact, it is not at all unlikely 
that we would conclude that the surgical nurse held this 
position. He would observe that she hands the doctor the 
knife which he dutifully uses. She takes the knife away 
from him and puts a pair of scissors in his hands, and he 
follows her lead in that regard. Or he might conclude 
that the assistant was the man he was looking for. He 
would see him push the surgeon’s hand aside while he 
caught an artery in his hemostat or even might hear 
him say, ‘‘Wait a minute until I catch this bleeder.’’ 

What is actually happening is that the changing needs 
of the patient, as they develop in the course of the opera- 
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tion, determine what everybody does. When a surgical 
team has worked long enough together to have developed 
true teamwork, each member has such a grasp of the 
total situation and of his role in it that the needs of the 
patient give unequivocal orders. A small artery is cut 
and begins to spurt. In a chain-of-command organization 
the surgeon would note this and say to the assistant. 
“Stop that bleeder.’’ The assistant, in turn, would say to 
the surgical nurse, ‘‘Give me a hemostat,’’ and thus co- 
ordinated action would be achieved. What actually hap- 
pens is that the bleeder gives a simultaneous command 
to all three members of the team, all of whom have been 
watching the progress of the operation with equal at- 
tention. It says to the surgeon, ‘‘Get your hand out of the 
way until this is controlled.’’ It says to the instrument 
nurse, ‘‘Get a hemostat ready,’’ and it says to the assis- 
tant, “‘Clamp that off.’’ This is the highest and most ef- 
ficient type of cooperation known, It is so efficient that 
it looks simple and even primitive. It is possible only 
where every member of the team knows not only his own 
job thoroughly, but enough about the total job and that of 
each of the other members to see the relationship of what 
he does to everything else that goes on.’’ 

Temple Burling, Essays on Human Aspects of Admin- 
tstration, pp 9-11, New York State School of Industrial 
and Labor Relations, Bulletin 25, August 1953. 


Just as Dr. Burling speaks of the changing needs of the patient 
determining what everyone does, it is my belief that our thinking 
must be directed to the changing needs of the market. 


International Scope 


There is little need for stressing the importance of America in 
our world markets to you. Perhaps the only thing I can do is to 
remind you once again that all markets have international implica- 
tions. We must not be complacent concerning our place of leader- 
ship in the world today. If we simply pat ourselves on the back 
and become entrenched with the idea of our sucesses, we are apt 
to find ourselves dreaming more about what America makes rather 
than what makes America. 

No one in our society is in any more important position to keep 
America out in front and economically strong than those of you so 
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directly associated with the designing and functioning of our sys- 
tem of distribution. If we are to depend upon government alone to 
protect our democratic way of life, we shall be taking the shortest 
route to socialism. We can protect our system and retain our 
vigor and leadership by individual action. 

The kind of leadership and direction needed in increasing mar- 
keting productivity will be enhanced by your full support in the 
area of continuing research. New business opportunities, new 
products, new methods of distribution come with constant applica- 
tion of good research. This is what gives us profitable foresight 
and helps us to push back the veil of the future. It is educating 
for tomorrow. 

I know that you will turn your full strength and attention to the 
task ahead and that you will do so with renewed vigor, with re- 
newed vitality and new points of view. The nation is looking to 
you for leadership and direction in marketing management which 
will give us increased productivity. I ask that you make no little 
plans because little plans have no magic to stir men’s souls. 


MARKETING’S IMPROVING 
EFFICIENCY IN THE 1960'S 


Douglas P. Gould* 


HERE are some 78 functions of marketing in the typical man- 

ufacturing enterprise as recognized by the Association of 
Consulting Management Engineers. Just mentioning the 78 would 
take up the full allotted time. It is true that marketing efficiency 
will be and should be improved in all 78 in the next ten years. 
Let’s take one improvement area per year as a means of cutting 
the subject down to size. 

The subject will be treated from the standpoint of the areas 
and methods in which the marketing process MUST be further im- 
proved, and which offer the greatest return for improved effi- 
ciency. 

For this discussion an improvement in marketing efficiency 
must result in an improvement of the corporate profit, otherwise 
such improvement cannot be either justified, or truly regarded as 
an improvement. Thus, an appreciation of the origin of a profit 
is the first order of business. 


Origin of Profit 


The true scope of ‘‘marketing’’ as a function has been covered 
and recovered in this meeting and others. Its importance is ob- 
vious and assumed, Marketing, however, has a dual responsibility 
for profit not shared by other functions, 

It must not only provide continuing volume to pay for all the 
other corporate expenses and profit, but it must so accomplish 
this job that the fixed and variable costs of marketing will be con- 
trolled at realistic levels and act not as a brake on the corporate 
profits, but rather an accelerator. When we talk about “‘keys to 
profit’’ in the 60’s, we are talking generalities. We can be a lot 
more specific. 


*Douglas P. Gould, Vice President and Manager, Marketing Division, Trundle 
Consultants, Inc, 
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To understand the several profit locks you are dealing with, 
consider the origin of profit and the only ways it can be improved 
—the only ways you can open the locks with marketing type keys. 
Did you ever try to pick a lock without knowing its construction? 

In brief, there are three elements in any business which de- 
termine the profit it will earn. These are: fixed expenses, sales 
volume, and something called marginal income. 

Marginal income is expressed as a percentage. It’s the differ- 
ence between all variable costs (e.g., materials, direct labor, 
commissions, freight) and the actual sales—after the direct, out- 
of-pocket costs of the product are paid. Marginal income dollars 
must liquidate fixed expenses and then produce a profit. It is im- 
portant to note that every single product or service you offer has 
its own distinctive marginal income rate. Some might be as high 
as 70 per cent. Others might be as lowas five per cent. From 
25 per cent to 35 per cent are more common marginal income 
rates. Another way of saying it is that in a typical situation, di- 
rect, variable costs come to 65 per cent to 75 per cent of the sales 
dollar. What’s left has to carry the load. 

In this connection, you are familiar with the meaning of the 
‘breakeven point,’’ that sales volume figure where the fixed costs 
have been completely absorbed by the marginal income dollars, 
but no contribution has yet been made to profit. In other words, no 
profit, no loss, just breakeven. 

Chart I shows these relationships in graphic form. Note that to 
improve profit, you have to do one of three things, singly or in 
combination: 

Sell more volume. At adequate prices, more volume obviously 
means more profit dollars, by a process of accumulation. 

Reduce fixed expenses. The lower the fixed expense, the lower 
the volume needed to break even—the lower the volume needed to 
start earning profits. 

Raise the marginal income rate. By increasing the percentage 
you can realize from each sales dollar, marginal income climbs 
at a steeper rate, again producing the desired profit at a lower 
sales volume. 

Obviously, the improvements in marketing in the 60’s have got 
to result in 

a. more volume or 

b. higher M.I., or 

c. lower fixed costs, or a combination of two or more 
if there is to be real profit improvement. And Iam glad to tell 
you that certain forward looking companies are using improved 
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PROFIT IMPROVEMENT METHODS 
BREAKEVEN CHART 


(MILLION DOLLARS) 


LOSS 


_| 


NET SALES (MILLION DOLLARS) 


Chart I 


information on markets, improved information on costs, improved 
information on people, to do just that. 

If marketing is to be treated as the guiding force on corporate 
profits, it’s time that marketing people fully understand the cor- 
porate profit effect of their several possible actions. 


Common Language in the 60’s 


In the 1960’s you will hear a great deal more of the expression 
—‘‘The quality of volume.’’ What do we mean by this? Simply that 
sales volume can be worthwhile, or worth-less. One important 
thing, I’m sure you recognize, is how much profit contribution or 
Marginal Income is contained in a dollar of sales. How much is 
actually available to absorb fixed expense and pay profits AFTER 
all variable costs have been satisfied. This may be less than 
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nothing, or it may be as high as 75 to 80 per cent depending on a 
number of things—such as a. the product, b. the channel, c. the 
market, d. the selling method, e. non-marketing variable costs 
and f. the price. 

But the knowledge of the quality of our volume—by product, by 
channel, by market, by territory, by selling method will be im- 
perative in the 1960’s. For we can sell 5¢ dollars or 50¢ dollars, 
and what we sell, and where and how we sell it, will have a lot to 
do with our success or lack of it in profit improvement. 

Direct fixed costs—Another term which will be part of the com- 
mon marketing language of the 60’s refers to fixed costs (as op- 
posed to variables) which are generated by reason that a product, 
or a program is in existence. These are fixed costs which must 
be absorbed by the marginal income from our specific product or 
program before any contribution to the common fixed costs or 
profit of the company develops. 

Appreciating the profit volume chart which you saw before, and 
its many implications it is apparent that you can have a product 
with a substantial sales volume, a good profit contribution rate— 
and still make no contribution to company common fixed expense 
and profit because to develop and market and service the product, 
direct fixed costs are such that a breakeven cannot be reached on 
the realistically forecast level of activity. 

Therefore, as a starter, in the 60’s, we will observe the con- 
tinued development of marketing applications of the marginal in- 
come, or direct costing technique, because it is the ONLY control 
technique that adequately measures the effect of volume changes 
in specific areas of the product line on the company profits. Itis 
the only technique which permits you to evaluate ahead of actual 
performance the effect on profits of alternative marketing deci- 
sions. It is the only technique which permits close control toa 
predetermined profit plan. It is truly ‘‘market oriented’’ account- 
ing and represents the most practical method of measuring the 
profit characteristics of various sales volumes. 


Standards of Performance 


We have made some progress in past years toward the meas- 
urement of markets and marketing activity. It is no secret that 
some of the recognized intangibles in marketing have made the 
establishment of standards difficult, and we have made nowhere 
near the progress in this area that we have made in the other 
functions of the business. I firmly believe that in the next decade, 
we will have greatly expanded use of standards of measurement in 
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the marketing area. This includes standards in respect to the 
amount of business a given territory is to provide, the sources of 
profit contribution or marginal income by product, by account, by 
territory—not merely dollar sales volume standards, but quality of 
volume standards. We will have discount standards, accounts re- 
ceivable standards, inventory level standards, expense standards, 
new account standards, credit loss standards, share of the market 
standards, and product progress standards, to name a few in the 
marketing area. From the observable present trend we will be 
measuring every phase of activity which influences our profit plan. 
The reason for this swing to more detailed standards is probably 
a greater awareness of the fact that if we are to improve on our 
profit plans, or improve in any given marketing activity, we have 
to have a standard of comparison. Not just a general overall 
standard, but a detailed and specific standard for the marketing 
operation in question. The comparison is similar to the applica- 
tion of standards in the plant. If you have one general productivity 
standard, it is impossible to really identify the areas where sub- 
stantial improvement can be accomplished. I think it is also im- 
portant to recognize that these standards will be used less for pay, 
and more for control. Why is this trend likely to continue in this 
fashion? Each of these several factors influences the amount of 
profit contribution coming out of our several markets, (rate, or 
amount, or both). To this extent we are talking about quality con- 
trol of markets, and the technique of measurement can be similar 
to that used to hold our product quality within certain narrow 
tolerances. If we do not measure performance in our marketing 
effort in detail against predetermined standards, we are unable to 
pinpoint sources of trouble, or the genuine opportunities for fur- 
ther profit gain. 


Selective Selling 


The obligation of the marketing function in the 60’s will be to 
secure ever more profit contribution, NOT just sales dollars, for 
every dollar spent in marketing. If you regardthe marketing func- 
tion as the agency within the company designated to buy the com- 
pany’s volume, spending for this purpose sales promotion dollars, 
advertising dollars, commissions, product research dollars and 
the like, what we are saying is that we will be buying better. We 
will be a lot more selective in the volume we buy, and from whom 
we buy it because otherwise rising costs only partially offset by 
rising prices will put us in the position where we are unable to re- 
cover even our direct fixed or program generated marketing costs 
in many areas. 
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Another trend which is quite apparent is that the FIXED costs 
of marketing, as well as of other functions of the business are 
steadily rising. We are using more and more company salaried 
salesmen, less agents. We seem to be leaning to branch offices 
and away from commission jobbers in many areas. The net effect 
of these and similar moves is to transfer our marketing costs 
from the variable to the fixed category. In the average company, a 
dollar added to fixed cost will increase the breakeven point per- 
haps four dollars. And as the breakeven point rises, the company 
is more vulnerable to loss of profit with relatively minor reduc- 
tions in sales volume. This then, is by way of saying that all of us 
in marketing are going to have to recognize the changing character 
of marketing expense, and apply the same control to fixed cost 
areas that we are accustomed to apply to variable cost areas. We 
first have to recognize which costs are fixed and which are not. 


Steering Advertising 


As our markets expand in the next decade, and the physical 
cost of contact work in selling continues to rise, coupled with what 
will in all probability be a genuine shortage of skilled marketing 
manpower, we are going to have to rely to an even greater extent 
on advertising for pre-selling, and perhaps as a replacement to 
other forms of selling. This is a key area when it comes to profit 
improvement. To date, much of the research done relative to ad- 
vertising is of the type devoted to establishing cause and effect 
relationships, i.e. a dollar spent for advertising will yield ‘‘how 
many’’ dollars of sales. This is admittedly of importance, but the 
results can be used to prove almost anything you wish to prove. 
Meanwhile we have neglected the obvious and most important as- 
pect of this whole problem of tying advertising into profits. This 
concerns the matter of which of our products, markets, and chan- 
nels provide us with the greatest profit contribution, and the high- 
est yield per advertising dollar spent. 

Many industrial advertising agencies in particular are very 
casual about the type of market research on which they base their 
programs. 

Companies are very reticent about giving the agency any cost 
and expense data concerning product profit contribution of any 
sort. Many companies do not know the source of profit contribu- 
tion by product. Thus the agency is operating blind. It cannot talk 
about advertising’s impact or influence on profit because it does 
not know. It can talk about volume. However, this ‘‘source of 
profit’’ knowledge can have in and to itself a vital importance in 
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the selection of media, method, and appeal differing from conclu- 
sions reached on volume analysis. 

I have yet to hear an agency presentation which talked about the 
QUALITY of volume which would be provided, about the effect of 
the planned advertising budget and program on the client’s break- 
even point. 


Controlling Salesmen 


Based on any number of studies which we have conducted and 
others have conducted, it seems fairly apparent that our sales 
people in the field are averaging, over a year, about 30 to 35 per 
cent of their total time in face to face selling with people who rep- 
resent a buying influence. The big offenders are waiting and travel 
time in the usual situation. These from a sales viewpoint, are 
non-productive uses of time. Of course, we all admit that a man 
has to get there, and probably will have to wait for his contact. We 
also find that this one third of the total selling time actually de- 
voted to face to face selling is spent on the wrong kind of cus- 
tomer, the ones who fundamentally never will be able to make a 
proportionate return for the time and money spent in calling on 
them. What’s the answer? Better planning in two areas: Identi- 
fication of accounts with genuine profit potential either by reason 
of substantial volume at a low rate, or lower volume at high profit 
contribution rates. That, plus a carefully conceived call pattern 
based on account grading, and routing to cut travel time to the 
minimum can improve face to face time by a third, and return per 
salesman dollar by perhaps more than that. 


Motivating Salesmen 


Tied closely to the previous remarks concerning improving 
effectiveness in control and direction of salesmen is a crying need 
for improvement in the motivation of salesmen. Part of the prob- 
lem goes deeper than simple motivation. It is a problem of selec- 
tion of people in the first place. 

I really doubt that the next ten years will point up any NEW 
kinds of motivation that we are not already aware of. 

Perhaps one improvement we can make is to start applying 
what we already know, namely that all people are not affected to 
the same degree by the same motivating force. Unless we can 
pre-select people with a certain basic pattern of personality and 
ability and interests and emotions, it is hard to see how we can 
motivate a group in any one given way. The more complex the 
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sales and marketing job becomes, the more technical and spe- 
cialized, the less effective will be some of the usual ‘‘dog and 
pony show’’ devices masquerading as motivations. 

A lot of the problems which appear to come under the heading 
of ‘‘motivation’’ problems actually should be approached from the 
standpoint of organization clarification. A lot of the seeming lack 
of motivation is actually a lack of specific knowledge about what 
the position is supposed to do, 

From the point of view of sales people, motivation and stand- 
ards go hand in hand with clear position descriptions. How much 
fun would there be in a game of golf if there was no par, or how 
much fun in football if there was no goal line, or in baseball if 
there was no home plate. Or in any of these, if no one kept score? 


Product Planning 


When you undertake to discuss a subject such as ‘‘Marketing’s 
Improving Efficiency in the 60’s,’’ you would have to be uncon- 
scious to bypass the subject of New Products, or the broader phase 
of the problem, which is product planning. The terrific impact of 
new products in the past few years is evident to all. In a number 
of industries, it is common knowledge that new products will in 
all probability account for between 30 and 80 per cent of the total 
volume in the next five years. The parallel fact that 80 per cent of 
these new products will fail seems to indicate that marketing’s 
efficiency in this area has been something less than commendable. 
Lack of coordination, especially between marketing and engineering 
is a major cause. Another is the failure of production oriented top 
executives to measure the marketing needs of the product against 
the resources of the company, changed economic conditions or 
public tastes. Poor executive judgment on the size and nature of 
the market is responsible for some failures. Internal manage- 
ment rivalries and jealousies and too much intuition without solid 
evidence or rational fact to back up a decision account for other 
sad experiences. These seem to be the major causes. 

The really interesting thing about this product planning prob- 
lem and the way most companies approach it is the fact that the 
odds against success are well known. Where one makes it, four 
fail. 

Thus, it seems that the marketing function, and market re- 
search in particular, has to improve in the coming decade in this 
matter of product planning. But once again, present technique, if 
used properly, and if the quality of the projected volume is studied 
as well as the amount, and if the fixed cost implications of the 
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action are appreciated, and if we have beencareful to get the users 
viewpoint, we can cut the rate of failure in half. We will succeed 
in rejecting or appropriately revising many of the products before 
the heavy money is spent. 

Timing the introduction of new products has not had proper 
consideration. There are a lot of situations where the idea was 
good, the price was good, but for one reason or another the time 
was not quite right. 

Marketing will improve in the product planning area because 
the function of marketing is gaining increasing stature in the fam- 
ily of functions every day, and its opinions will carry more weight. 
Marketing research, as a subfunction of marketing, will also car- 
ry more weight. It is obvious that improvement in this field is a 
must. 

There will be a lot more, and more intelligent, marketing and 
sales research done in the 60’s, and you gentlemen will be respon- 
sible for a great deal of it. The incentive is there. It’s there be- 
cause we are talking about the single most important factor affect- 
ing future profits. 


Efficiency 


Efficiency simply refers to the ability to do things without the 
waste of time or energy. Particularly in the product planning area 
we can use some of that characteristic. I don’t know another term 
that describes what is needed more accurately. I think in respect 
to product planning, all of us here should work at being efficiency 
experts (despite its bad reputation), strictly from the standpoint of 
counteracting some of the inefficiency expertness being displayed 
in this area. 


Utility vs Ownership 


When it comes to the broad problem of marketing in making 
more and better products available to more people at various lev- 
els of income, another trend seems to be shaping up very strongly 
that will continue into the 60’s and further. I refer to the basic 
change in marketing philosophy regarding the necessity for the 
customer to actually OWN the product being offered. More and 
more organizations are building on the idea that ownership is only 
a means to an end, and that the USE of the product is what is im- 
portant to the customer. If the customer is not vitally concerned 
with ownership for the sale of ownership, and use and utility of the 
product are his prime interests, many of our basic ideas on mar- 
keting are due for a major change. 


128 MARKETING KEYS TO PROFITS IN THE 1960’s 


The growth of rentals in all industries and products has been 
phenomenal, not only in respect to automobiles, airplanes, and 
many items of heavy capital equipment and buildings, but in some 
other surprising areas. These include fishing and skiing equip- 
ment, fur coats, appliances, jewelry, furniture, shirts, pets, boats, 
motors, shop and garden tools, books, pictures, films, dishes, 
escorts, suits, office machinery, and an endless list including 
even alligators for your fish pond. You pay based on use, or 
utility. Much of our long term credit is similar to renting, be- 
cause present products are almost used up by the time the pay- 
ments are finished. The rental philosophy can be a real help to 
consumers where service problems exist. Rental schedules will 
in all probability be even more closely related to product life than 
they are through present long term credit arrangements. It is not 
hard to envision a much more extensive and organized market for 
partially used goods of all types, with products of a certain style 
or vintage dropping down the income group ladder in three or four 
steps. Package rentals of complete household necessities can be 
envisioned as a common thing. The possibility of renting the use 
and maintenance of an item at a low, predetermined rate, or in any 
event at a rate lower than present installment plan payments, with 
an extended used product market based on utility and product life 
rather than an arbitrary one or two year installment period, may 
permit buyers to obtain maximum usage with minimum investment 
or waiting period. Such a marketing procedure could produce a 
more predictable market, and one capable of absorbing a greater 
number of a variety of items. It would also encourage the devel- 
opment of a different kind of consumer or industrial renting 
agency, and an interesting shift in advertising emphasis. Profit- 
wise, the results of rentals in many areas have been rewarding 
and the user seems to benefit as well. This trend to an even 
greater proportion of rentals is well established, and will in the 
next ten years reach a point where we can be talking seriously 
about the possibilities of a ‘‘Rental Economy.’’ Such a possibility 
would have a lot to do with the level of ‘‘quality’’ designed into our 
new products. 


Data Processing Equipment 


It is always difficult to conduct effective market and sales re- 
search without benchmark data such as various sales and profit 
contribution statistics, usage data, and general market statistics. 
Elsewhere in the meeting you have heard of the strides being made 
in making more available some of the basic market, production, 
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sales, and employment features in more complete, current and 
meaningful form. To bring the problem a little closer to home, 
I’d like to comment on a situation which is found in all too many 
industrials, particularly in many companies under $10,000,000 in 
sales although not restricted to this group. There are generally 
some sales figures, but they are not in any great detail, and are 
usually out of date. Product sales breakdowns leave much to be 
desired, and product profitability data is almost entirely lacking. 
Data by account or customer is often surprisingly missing. In 
other cases, where the basic data is availableit is not summarized 
or analyzed, or further it is not used in the manner of most benefit 
to the company. 

You will find that a lot of embryonic market research depart- 
ments devote a great deal of their first year’s time to pulling to- 
gether basic data on the company. As they are usually ‘‘on trial’’ 
they have to do something to make management aware of the value 
of the activity, and they have to do it fast. But before much of 
anything can be done, some of this basic data must be developed. 
Call it the foundation of understanding if you will. 

On top of this problem we have alot of business machine sales- 
men selling management on the use of their equipment for order 
writing, invoicing, inventory control, production control, payroll, 
accounts payable and receivable. ‘‘And, oh yes, as a by-product 
you can get all this useful sales analysis information.’’ By-prod- 
uct should be spelled ‘‘B-U-Y product,’’ because the sales analysis 
information which can and should be supplied currently and in de- 
tail will have, upon proper analysis and interpretation and use, a 
much greater effect on the company profits than any order or in- 
voice procedure. When a company goes into data processing 
equipment, the marketing data which can be produced in detail and 
on a current basis can be a genuine key to profits, because it will 
point up selective opportunities for exploitation and identify prob- 
lem areas for correction in time to permit action for profit im- 
provement. The 60’s will see more and better data processing 
installations, and more flexible equipment. While sales and mar- 
keting data may not be the prime ‘‘reason for being’’ for a data 
processing installation, we in marketing will benefit tremendously 
if we make and encourage proper use of the information now be- 
coming available in quantity and detail, at considerable saving in 
time and effort over that required previously. 


Conclusion 


Thus, in the 1960’s, the efficiency of Marketing as a function of 
any one of our corporate operations will improve in respect toa 


i 


130 MARKETING KEYS TO PROFITS IN THE 1960’s 


genuine understanding of the relationship of marketing actions to 
profit. The development of a common profit contribution ‘‘lan- 
guage’’ will greatly assist in solving many of our coordination and 
decision making problems. Standards of performance will be ex- 
panded and we will be more correctly concerned with the QUALITY 
of our sales volume. This will lead us individually farther down 
the path of selective selling. We will improve greatly in the use 
and direction of advertising, and become much more sophisticated 
in the matter of controlling and motivating sales people. Good 
product planning will be as common as the use of an organization 
chart, and confidence in the marketing research function will con- 
tinue to improve as its viewpoints are broadened to include a true 
understanding of the importance of such efforts oncompany profits. 
Rentals will be ever more common and may cause a considerable 
shift in marketing philosophy and method. With better data proc- 
essing equipment and installations, we will have access to data not 
heretofore available in time for prompt and current profit exploi- 
tation. 

Thus it’s a question of putting the right key in the right lock and 
turning it. Some of these keys are masters, but not all of them. 
Once you have the right key, you have to turn it. This involves 
effort. In matching locks and keys, the marketing organization that 
devotes its time to solving the right problems for its particular 
company will open the doors to substantial profit improvement. 


14 


SALES FORECASTING -LESSONS 
LEARNED SINCE 1955 


E. Ross Hanson* 


OW, I feel that I should be able to report to this scholarly group 
that we have made vast strides in improving the accuracy of 
our projections of future automotive demand during the past four 
years. I am afraid such a statement, however, might be received 
rather skeptically by those of you who are familiar with the wide 
swings that have occurred in annual industry sales since that rec- 
ord year, 1955, and the extent to which actual sales have varied 
from forecasts released to the press at model introduction time. 
It is probably not mere coincidence that these statements seem to 
be less frequent and less specific year after year. 

If we have not significantly improved our forecasting accuracy, 
then what have we learned since 1955? I believe the principal les- 
son we have learned may be summarized as follows: Realizing the 
inadequacies of our present forecasting techniques we have recog- 
nized the necessity of planning flexibility in order to maximize our 
market opportunities. 

A speaker at your 1957 conference, Professor E. J. McCarthy, 
of the University of Notre Dame, described the problem aptly in 
his opening remarks on the subject ‘‘DeFogging the Crystal Ball.’’ 


All forecasting is subject to error and it is better to 
be aware of this error and to estimate its magnitude 
rather than to ignore it. 

‘Most discussions of sales forecasting acknowledge 
that errors are possible. However, the bulk of such dis- 
cussion is concerned with how to make a forecast and not 
with the accuracy of the forecasts which may be obtained. 
That is, prospective forecasters are told how to do it but 
not what to expect in the way of accuracy. 


*I>, Ross Hanson, Manager, Programming Department, Ford Division, Ford 
Motor Company. 
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Although most people with operating responsibilities will 
grudgingly admit the existence of error in any forecast, they still 
expect the forecaster to provide a specific projection of results 
anticipated in the future. As a result, there is a natural tendency 
for the forecaster to devote most of his time in attempting to pin- 
point a future actual. In doing so, he may ignore, or at least de- 
vote insufficient attention to the measurement of the probable 
range in which the actual can reasonably be expected to fall. 

The measurement of this range of probability, however, is 
fundamental to the planning of flexibility. If we are to be ade- 
quately prepared to operate within a normal deviation of the spe- 
cific projection, we must test in advance the feasibility of our 
programs, whether they involve product, facility, procurement or 
budgetary decisions at varying volume levels. 

Forecasting a range of probability may be resisted by elements 
of management because it greatly increases the number of varia- 
bles in any forward plan. To expect, however, that any set of fore- 
casting techniques will provide pinpoint accuracy on a recurring 
basis is not only naive but actually detrimental to the best inter- 
ests of management by lulling it into a feeling of false security. 

I should like now to discuss a second important requirement in 
planning flexibility, namely the continual reevaluation of the pro- 
jection, as the forecast period approaches, in the light of more 
recent experience. Obviously, this approach requires the most 
definitive experience data that can be obtained. We are fortunate 
in the automotive industry in the wealth of statistical data that are 
available on a recurring basis for detailed analysis. Because we 
are not satisfied with our ability to project accurately changes in 
consumer demand for our products, however, we are continually 
attempting to improve the quality and the timeliness of our data. 
We are optimistic that with the developments in electronic trans- 
mitting and processing equipment we shall, in the near future, 
know today what our retail customers throughout the country pur- 
chased from stock or ordered for future delivery from our dealers 
yesterday, in terms of specific models and specific options and 
accessories, 

Receiving more extensive information faster will permit a 
more intelligent re-evaluation of our forecast. It will not, in it- 
self, however, provide the flexibility necessary to adjust for un- 
foreseen developments in the market place. If we are to utilize 
this additional information to proper advantage, we must be cer- 
tain that revised plans can, in fact, be implemented. I suppose it 
is only human nature for an individual to resist change. It is al- 
ways easier to continue to perform a function as it has been 
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performed in the past or as it has been planned to be performed in 
the future, rather than to change directions. This resistence to 
change, unless attacked aggressively, can render a large corpora- 
tion muscle-bound. In the automotive industry we face a some- 
what unique recurring problem: The introduction of a new model 
on an annual basis that is immediately recognized as such by our 
retail customers. This fact of life tends to impose certain re- 
strictions on management action. First, it requires that the 
necessary tooling, facility and procurement actions be taken ona 
definite time schedule to support the introduction ofthe new model. 
Second, it requires that production scheduling of the old model be 
planned to support adequately the market prior to introduction, yet 
reduce dealer stocks of the old model at introduction to a level 
that will not require distress merchandising in order to complete 
the marketing cycle. 

With these known limitations we have been continually probing 
for ways to reduce the lead time involved between the last possible 
decision date and the contest in the market place. We have, for 
example, planned our production schedules to utilize most effi- 
ciently our assembly plant facilities and manpower in support of 
our indicated market requirements and then tested the range in 
which our actual requirements would probably fall. We have found 
that in order to retain the flexibility to modify our assembly 
schedules within this range, it has been desirable at certain times 
to procure more material for a specific time period than would be 
required to assemble the production schedule. In other words, 
this over-commitment provided us with the flexibility to raise our 
assembly schedules quickly if demand, in fact, was significantly 
higher than our projection. At other times we have deliberately 
underprocured, such as in the year 1958, when the trend in the 
demand for our products suggested that actual sales might be much 
lower than our projection. Because of the obsolescence exposure 
generated by the annual model change, these decisions require a 
thorough evaluation of the risks inherent in such deviations. But 
these techniques do stretch the basic system to provide additional 
flexibility to meet unforeseen market conditions. 

In conclusion, I should like to mention three illustrations of the 
direct relationship between flexibility planning and the maximizing 
of company profits. 


1. You will recall that in 1956 the annual spring upsurge in 
demand for automobiles failed to materialize for the first time 
since the appearance of the free market after the Korean control 
period. Because our projections had been based on a “‘normal’’ 
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seasonal improvement, we and our competitors faced the need of 
sharp reductions in our assembly schedules. These reductions 
took the form of semi-monthly cuts over a six-month period. In 
late June, however, there was evidence that the market was 
strengthening; that the industry had overestimated the extent of 
decline in demand. Although the final decision date on 1956-model 
production supposedly had already passed weeks before, the Ford 
Division, upon investigation, was successful in adding 5000 units 
to the 1956-model year program. These units were sold in the 
third quarter without distress merchandising, and the dealers car- 
ried over a normal stock of old models on 1957-model introduc- 
tion day. 

2. Ford, as I believe you know, has offered a retractable hard- 
top convertible called the Skyliner, beginning with the 1957 model. 
Because of the unique nature of the retracting mechanism, the 
roof and rear deck lid are not common to any other model. In 
April of 1958 our Purchasing Office proposed that if the vendor 
could be permitted to build out early on 1958-model requirements, 
the roof and deck lid tooling could be reworked to permit applica- 
tion on the 1959-model at a tooling saving of over one million 
dollars. Such a decision, however, would require that we estimate 
final model year Skyliner requirements two months in advance of 
the timing on the final decision for other models. After detailed 
evaluation of the range of demand probability, we proposed to 
management a procurement program that would provide for a 
reasonable maximum sales requirement. Through such action, it 
was possible to retain flexibility to modify assembly schedules for 
this model to the same extent permitted for the balance of the 
line, and the obsolescence generated by this overcommitment ac- 
tion was less than three per cent of the savings obtained by the 
tooling decision. 

3. The timing of introduction dates relative to competition has 
always been an important factor in automotive marketing strategy. 
In the spring of last year we became aware of rumors that indi- 
cated that our planned 1959-model introduction date might be sev- 
eral weeks after the introduction date of our principal competitor. 
Although our 1959-model timing had been planned on a tight 
schedule, a review of our progress against this schedule indicated 
that an advancement of the introduction date by several weeks was 
feasible at a reasonable risk. Sufficient flexibility existed in the 
1958-model build-out program to permit this 1959-model ac- 
celeration without generating excessive old model stocks at intro- 
duction. This decision made possible two additional weeks for the 
sale of what has proved to be our very popular 1959 model. 


| 
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These three illustrations have been picked at random to sug- 
gest to you the ways that the retaining of flexibility will permit 
management to adjust the forecast to fit unforeseen market con- 
ditions. As we attempt to improve our forecasting techniques to 
reduce the margin of error, we must continue to re-examine our 
organization and procedures to assure that we are continuing to 
plan the maximum flexibility to modify program decisions. This 
need to reduce the lead time between the last possible decision 
date and the contest in the market place seems to me to offer one 
of the big challenges to management in the years ahead. 


FORECASTING THE PROPENSITY TO FLUCTUATE 
Pierre Rinfret* 


The theme of the meeting that you are having these few days, 
from what I understand, really boils down to that nice old phrase, 
‘tthe Dynamic 1960’s.’’ We like things to be dynamic in this dy- 
namic country. We talk about long-run secular trends, increases 
in the standards of living, increases in consumption, increases in 
productivity and increases in production. 

It is a good thing to talk about dynamism. In our organization 
we are as guilty as the next one. We talk about it as much as you 
do. 

There is only one thing wrong with it. One thing that is very 
wrong with it is that Wesley Mitchell and Joseph Schumpeter must 
be turning over in their graves every day, because they spent their 
lives analyzing not long-run secular trends but the short-run busi- 
ness cycle, and I say when we analyze the long-run secular trends 
we have lost sight of what is a key factor in the kind of economy 
we have got in this country: an economy that is geared to profits 
and an economy that is geared to satisfy the tastes of the con- 
sumer. This economy has what I call a propensity to fluctuate, a 
propensity to move up and down. It is not a smooth-growing 
economy. It moves in fits and starts, and I think if there is one 
thing that stands out as the most important lesson that we have 
learned since 1955 it is one simple fact: We may have tamed the 
business cycle, but by no means have we eliminated it. 


*Pierre Rinfret, Vice President and Director of the Economics Research De- 
partment, Lionel D. Elliot Company. 
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And when it comes to individual industries some of the fluctua- 
tions are not getting smaller; they are getting bigger. 

We have been talking, in the last ten years, about wonderful 
built-in stabilizers. We have unemployment insurance. We have 
contracyclical action by the Federal state and local governments. 
But we have also—and let’s face up to the truth—built in some very 
handsome destabilizers in the last ten years. Let me list a few of 
the built-in destabilizers. 

We have built-in wage rigidity. We no longer can move wages 
up and down in response to changes in production. Wages can go 
up, but they can’t go down, and because they can’t go down we have 
developed a tremendous profits cycle in this country. If anybody 
had told you in the middle of 1958 that by the second quarter of 
1959 we would have gone from $32 billion to $52 billion of pre-tax 
profits you would have told him he was out of his mind. This is 
what you can call a profit cycle par excellence, a profit cycle that 
is utterly fantastic. We certainly have not eliminated that cycle in 
the last ten years. 

Let’s look at the next one. We have built into this system a 
kind of structure that requires a tremendous level of output. We 
require high volume. We have to have some very high break-even 
points in industry in order to make profits. 

Let’s talk about another one. There is a new game in this 
country, and it is a new game that industry has followed very, 
very assiduously. It is the inventory game. In 1957, when capac- 
ity finally caught up with demand, everybody had a very simple 
attitude—let the other guy carry the inventories. The manufac- 
turer has the capacity. Why should I carry the inventory? Let’s 
push it right back to capacity. Let’s let the additional capacity we 
have in this country carry the inventory for the retailer and the 
wholesaler. 

So we have built in, in the last several years, a fantastic in- 
ventory cycle not only in the aggregate but in some of the most 
important individual pieces as well. I will come back to that. 

Finally, let’s look at one last thing. We talk about dynamic 
1960’s. We talk about how the consumer is going to change his 
taste. He wants new products. He wants more foreign travel. He 
wants more boats. He wants more houses. There is going to be 
more household formation. 

Not only that, but industry is spending fantastic sums on re- 
search and development and spending that money, keeping this 
country dynamic. It is also bringing out new products and new 
processes that we have never seen before and much of what you 
are producing today was not produced ten years ago. This will 
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give us a dynamic upward trend, but thereis another angle we have 
to examine, and that angle is very simple. 

Change by itself, regardless of whether it is change in con- 
sumer taste or change in the pattern of production, is extremely 
disrupting. It causes short-run dislocations in production. It 
causes short-run changes in the pattern of consumer spending. 
When you introduce change into an economy you introduce fluctua- 
tion, and when you are talking about all these changes that are 
coming, think for yourself, you may be talking about some more 
cyclical and secular variations as well. 

Let’s look at what some of these variations have been, not just 
talk about them but let’s look at some of the statistics. 

First of all, let’s take the automobile industry. In 1957, when 
they did about six million of sales, it didn’t look too bad. Certain- 
ly it wasn’t as good as 1955 but six million wasn’t such a bad fig- 
ure. Then sales began to decline very rapidly. Toward the end of 
1957 we developed the recession and by early 1958 auto sales con- 
tinued to decline. Everybody asked the question, ‘‘What is wrong 
with the automobile industry? Why is it unable to sell more cars? 
Consumer spending hasn’t gone down that much. Personal income 
has been held at a very high level.’’ And yet the automobile indus- 
try seemed to be particularly vulnerable to the recession of 1958. 
What was new and what was different? Oh, you heard about the 
foreign car imports, small cars. People didn’t like the style. 
They didn’t like the fitting. 

Well, in a naive way perhaps we think there is a very simple 
answer to that, certainly not a complete answer but a fair insight 
into what was happening. It was very simple. The automobile in- 
dustry has always been vulnerable to a recession. It has always 
had cyclical variations which have been substantially greater than 
the economy as a whole, and if you compare what happened from 
1957 to 1958 in automobiles you find out that it parallels very 
closely the cyclical variations of the 1920’s. The automobile in- 
dustry wasn’t behaving so differently. It was that we had forgotten, 
and we had forgotten the basic law that things move up and down, 
and that the automobile industry is extremely vulnerable to general 
economic fluctuations. This goes a long way to explain what was 
happening in 1958, and it has also gone a long way in explaining 
what is happening in 1959. The recovery is not unique. In terms 
of the cyclical variations of the automotive industry, if you look at 
the history books, it is very, very simple. 

Let’s go to another one. Let’s take the steel industry. The 
steel industry has always been called an industry that is highly 
sensitive to cyclical variation in the economy as a whole, but I 
don’t think we realize how bad it has really gotten. 
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In early 1957 the steel industry was running at a rate of about 
131 million tons of production. About a year later you had gotten 
down to the production of 69 million tons at the low month. The 
second quarter as a whole was about 77 million tons. That is about 
a 40 per cent drop in a year and a quarter in the rate of steel pro- 
duction. I would say this is a pretty good-sized cyclical variation, 
but that wasn’t the surprise. The surprise was that nobody would 
have said to you that by the first quarter of 1959 steel production 
would be up to 142 million ton rate, and this again is a pretty sub- 
stantial cyclical variation. Why? Because the steel fabricators 
are playing the inventory game. 

Early in 1957 they were accumulating steel inventories in 
terms of finished steel at the rate of about 20 million tons a year. 
Then at the trough of the recession they completely reversed 
themselves. They went to minus 15 million tons, and in the last 
couple of months they are back to the same old story. They are 
now accumulating at the rate of 20 to 25 million tons a year. This 
is certainly a cycle of major importance which we have not elimi- 
nated from our economy in spite of our built-in stabilizers. 

Let’s take another area. Let’s take that well-known, difficult 
area called non-ferrous metal prices, and this has been a dilly 
ever since copper was discovered. The price of copper is some- 
thing that very few have ever been able to figure out how to fore- 
cast. No one can firmly forecast the price of copper. You can 
research it all you want, and the record is notorious for being 
wrong most of the time, and I say this with personal experience. 

However, there is one thing again about the price of copper and 
the production and consumption of copper. The cycle in the price 
of copper and the cycle in the way these nonferrous metals gener- 
ally behaved in this business recession is the same as it has al- 
ways been. You have not eliminated, in the nonferrous metal in- 
dustry, the cyclical variations that prevailed in the 1900’s, the 
1910’s, the 1920’s or the 1930’s. You are getting, today, the same 
typical performance that you have gotten for the last 40 years, as 
long as you had the statistics, and this is one area that is again 
behaving in the same old time-worn cyclical fashion. You may 
talk about trends, but the cycle has remained predominant. 

Let’s go to one last area. Let’s take the general business in- 
ventory cycle, because it has been found that this is one of the key 
areas to watch in the country’s economy. In early 1957 we were 
accumulating inventories at the rate of about $5 billion a year, and 
this rate held pretty much through the first three quarters of the 
year. By the second quarter of 1958 we were decumulating at the 
rate of $8-1/2 billion a year. That is a $13-1/2 billion swing. I/t 
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is the same as taking out of the American economy almost the en- 
tire dollar value of new residential construction, just as if you 
said, ‘“‘We at this time will stop the complete construction of all 
new housing in the United States.’’ That is what you pulled out of 
the economy in that period, 1957 to 1958. 

What is happening? In the second quarter of this year we are 
accumulating inventories once again at the rate of about $8 or $9 
billion. The cycle has now come full-blown to completion, from 
plus 5 to minus 8-1/2 back to plus 9. We have added another area 
of cyclical instability in a very substantial way, a $17 billion swing, 
in one year. This is a cyclical variation you cannot ignore. 

Let me go from there to the 1960’s. One of the nice things in 
life is occasionally when you do something right instead of being 
perpetually wrong. In our organization we took the position in 
early 1957 that the American economy was becoming more vulner- 
able—more vulnerable and not less vulnerable, to cyclical varia- 
tions. We thought that you would see more individual industry 
variations and more general economic variations in the years that 
were coming than you had seen in the entire postwar period. Cer- 
tainly this is being an iconoclast of the first rank. We stuck to 
that view. I would say that 1958 and 1959 so far have vindicated 
us. We think that in 1960 you are going to see more cyclical var- 
iations, more ups and downs by individual industries and for the 
economy as a whole than at any time since 1945. We believe that 
the American economy is becoming more vulnerable to cyclical 
fluctuations rather than less vulnerable, and I will give you the 
reasons. 

First, there is more capacity in this country today than there 
has been in the entire postwar period. In 1957 you can really say 
that capacity finally caught up with the effective demands. You 
finally got the kind of capacity in the places you could use it and 
you didn’t have the fantastic bottlenecks you had in the early post- 
war years. We think this has meant and this will mean that people 
will play the inventory game more and more rather than less and 
less. It is typified by the performance in the steel industry. Peo- 
ple will say, why do we need to carry large inventories? They 
have 145 million tons of capacity, effective demand is now about 
115 million tons. If we need the steel they can turn it out; they 
have 30 million tons of unused capacity. That is what you see 
going on in the steel industry today, a 142 million ton annual rate, 
not sustainable by any measure, but a rate strictly because of the 
inventory build-up, because of the fantastic inventory decumulation 
in the preceding 12 months. Fabricators ran off 16 million tons of 
inventories in 1958 and then they tried to get it back in the first 
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six months of 1959. They can’t do it. They have gotten back about 
6 million tons. If there is a strike beyond six weeks we think you 
will see the steel fabricators in pretty poor shape, because of the 
run-off that has taken place in inventories, and after the strike you 
will get another temporary gyration in steel production. 

Secondly, there is less backlog demand. Certainly when we 
came out of the first postwar period we had fantastic backlog de- 
mands. Consumers had the money. They had the desire and they 
were willing to part with their money, and they did. We didn’t 
have adequate houses. We didn’t have adequate refrigerators. We 
didn’t have enough cars, and you can go right down the list. Today 
a large part of that demand has been filled. Instead of two-thirds 
of all the wired homes in the country having refrigerators, 98-1/2 
per cent have refrigerators. You have eliminated large pockets in 
backlog demands in the last twelve years. You don’t have them to 
sustain you in the next ten years, 

Third, I think Korea had a much bigger impact on the American 
economy than we realize. We have forgotten that we had acceler- 
ated amortization. We had defense objectives. We had defense 
mobilization bases. We set up systems to expand copper produc- 
tion, titanium production, steel production, defense mobilization, 
machine tools, aluminum. We stimulated those activities. 

We don’t have those stimuli now. 

Fourth, we think the monetary system of the United States is 
becoming more cyclical. We think that the Federal Reserve today 
has less control over the economy than it did ten years ago. Why? 
Because more people have more money. The Federal Reserve, 
the central banking system, no longer controls the money market 
to the extent that it did in the early postwar years, because cor- 
porations today have the biggest cash flow in the history of the 
United States. I don’t see how the Federal Reserve policy can stop 
a corporation from building plants with the cash it has in its 
pocket, and it can not stop the corporations from going into the 
market and buying bills and selling bills. 

So the Federal Reserve today, when it makes a monetary move, 
we think must make it more firmly in order to affect a bigger part 
of the money market in order to affect the interest rate structure. 
It must hit harder and it must hit more frequently, and if you look 
at the figures you will see that the Federal Reserve policy in the 
last two years has been changing more rapidly and has been chang- 
ing more violently than it ever did before. 

Look at what happened to interest rates from 1957 to 1958, In- 
terest rates went from very tight money to relatively easy money, 
and back again to tight money. We haven’t even gone the full way 
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on the upturn, so you see that Federal Reserve policy is moving 
very rapidly and very quickly and hitting very hard on the mone- 
tary section of the economy even before the boom got underway. 

These are some of the things that we think will give you bigger 
cyclical variations. 

To sum it all up, what has our organization learned since 1955 
and learned by hard and sad and frustrating experience? We have 
learned that this economy is still vulnerable to changes in demand 
and that it has a propensity to fluctuate. When you talk about the 
growth trends, do it full justice. Remember, there is no such ani- 
mal as a straight-line growth in the United States. We grow in fits 
and starts. We grow by leaps and bounds. We have cyclical var- 
iations around the growth trends. We don’t grow at the rate of 
3-1/4 per cent a year. Some years we go down. Some years we 
go up 6, 7 or 8 per cent. Right now we are in a 9 per cent expan- 
sion rate. Ask yourself, how long can we maintain that rate? Keep 
in mind the fact that we do have in the free enterprise system that 
thing known as cyclical variations. 


FORECASTING: LESSONS LEARNED SINCE 1955 


Robert Kavesh* 


Using the theme of this session, ‘‘Lessons Learned Since 
1955,’’ I think in retrospect we can say clearly that the lesson of 
1955 was 1957 and 1958, and yet this recession we have emerged 
from, emerged from perhaps a year or so ago, served quite a few 
functions and some important ones. The agonizing reappraisal 
that takes place during a recession is not an unimportant part of 
the American business scene. Management sweats, labor sweats, 
everyone joins hands to do things a little more efficiently. The 
yard of management is perfected a little bit more. 

But one of the interesting things that emerged during the last 
four or five years, and I think particularly during 1955, was this 
real fetish of the long-term projection. Before 1955, except for 
public utilities and a few other industries, the long-term projec- 
tion was really ignored by most industries and firms. You found 
that firms remembered the 1930’s all too well, and the long-term 
projection in the 1930’s was whether or not the corporation would 
survive. During the 1940’s we were fighting a war and adjusting 


*Robert Kavesh, Professor of Economics, Graduate School of Business Admin- 
istration, New York University. 
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from a war, and so here again we had more important every-day 
things to do. 

Came the end of the war, if you remember, and many of my 
particular brethren, the economists, came right out by saying that 
we would have ten million unemployed in 1945 or 1946; that is, all 
the demands imposed by the war would fall apart, we would have a 
huge increase in our labor force and then we would be back once 
again in the mid-thirty type of economic environment. 

They were wrong, clearly, and so we moved into the late 1940’s, 
still doing rather well. 

Then came 1948-49, the first of our postwar recession, and 
many people rubbed their hands with glee and said, ‘‘This is it. 
We are going back into the 1930’s.’’ But this recession was sur- 
prisingly mild. The pent-up demands, the savings assets of the 
American people, something of our ingenuity, held us safe. 

Then came 1953-54, the next recession, and once again people 
said, ‘‘Well, this is it,’’ and again it was not. In industry we find 
there is a fad, a way of doing things, which runs in cycles. When 
the 1953-54 recession faded away, all of a sudden people began to 
say, ‘“‘There’s a growth economy, and we ought to plan for this 
growth economy.’’ 

In October 1954 the Joint Committee of Congress issued a very 
small pamphlet entitled ‘‘The Potential Growth of the United States 
during the Next Decade.’’ This pamphlet was received by most 
major business concerns and received with a great deal of com- 
ment, and so the word went out. At the luncheon meetings in New 
York and other large cities, the corporation executive said, ‘‘May- 
be we ought to hire a company economist.’’ I know a lot of com- 
panies had them before this, but if you look at the informal rec- 
ords available 1955 was the year of the economist. 

And what was the economist asked to do? He was brought in, 
put in a little office. People were a little bit afraid of the guy be- 
cause he seemed to speak a language all his own. He was told that 
the company was interested in his opinions about the long-term 
outlook for the American economy and for that particular firm or 
industry, and so, using many of the tools which economists use, 
the economist came up with a series of forecasts, a five-year pro- 
jection, ten-year projection or what have you. This forecast often- 
times was turned over to an intermediary between the economist 
and top management, and when it emerged it very frequently 
emerged in the form of a chart, usually a three or four color chart 
showing, if I could do this backwards, the jagged movements of the 
American economy from 19-- wherever you want to call it, to the 
present, the present being 1955, and then a smooth upward trend 
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which Pierre has spoken about, beckoning at the rate of three, 
four, or on occasion in a firm or industry ten per cent oftentimes, 
into the indefinite future. This chart was made up very handsome- 
ly and hung in the board room and at every meeting the board of 
directors would pay homage to this chart. The economy was going 
up, up, up and there was nothing that could stop it. 

In looking at the future, the present being 1955, remember, 
1955 was an extraordinary year, and 1956 and 1957. A lot of firms 
gave wage increases which weren’t warranted on the basis of the 
present but might have been warranted on the basis of 1963 or 
1964. A lot of excess capacity was erected to handle this growing 
population, this growing market place. You had a lot of research- 
ers and nonproduction workers, many of them economists, hired 
and in a short while, in the short run, they turned out very little 
but drew their wages and salaries, and you had a general forget- 
fulness about the whole element of productivity. 

As I said earlier, the lesson of 1955 was 1957-58. Came the 
second half of 1957, the recession, and a rather short one it was. 
Down came the long-term charts, and the economist in many re- 
spects was I think rather unfairly treated. He was told, ‘‘Look 
wnat happened! What happened here? You have given us a long- 
term projection, shooting upward, and things have caused a shift 
in the momentum of the economy.’’ The economist apologized, 
saying that he had not in fact done this, that there were footnotes 
at the bottom of his projections which said there might be cycles, 
but that these footnotes never in fact appeared before the board of 
directors or the chief of the company. The economist was not 
fired. As a matter of fact, I think the economist fared better in 
adversity than in boom conditions. 

As I say, 1957 was a rather rude shock to many people in the 
sales and the economic forecasting business, but even so the fact 
that the long-term preparation was in view was a valuable lesson. 
Management had begun to think big. They were no longer con- 
cerned with the every-day operation of the firm or the one or two 
year ahead project. Many companies during 1955-56 and early 
1957 had set up long-range programs, had translated these pro- 
grams into long-term investment decisions, and during 1958, even 
though there was a rather tremendous decline in plants and equip- 
ment building, there were exceptions and there were firms that did 
continue with many of their plans. I might say those firms had the 
advantage of cheaper money during 1958 and they also were ina 
position to really strike the market when it turned up in the mid- 
dle of 1958. 

Well, thesis and antithesis yield synthesis. We had gone too 
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far. In some cases we had gone too far the other way, and a 
healthy readjustment was needed. The long-term forecast was 
off, and as you know many firms are in the process once again of 
thinking clearly and competently about the future, setting up plans 
to produce these new installations and the like. 

In looking at the long-term forecasting problem—and here I 
turn to the problems of the ’60’s—I might just mention very briefly 
the basic framework in which these forecasts are made and some 
of the problems in addition to those of Pierre’s which we might 
have to concern ourselves with in the 1960’s. 

Business activity, very simply stated, means people at work, 
That is all it is. The more people working, the more effectively 
they work, the greater will be the output of our economy, and so 
how do these forecasts get made? Whether you are forecasting 
mattress sales or what have you, you should have an environment 
of showing what the overall pattern of the economy will be, and so 
in forecasting the growth trends of the economy, we used these two 
elements—employment and productivity. 

Now, in getting employment, most of us rely upon the Census 
Bureau, which gives us estimates for varying periods in the future 
as to the population, the population above the working age group. 
We can with some degree of accuracy, although this can cause dif- 
ficulties, get the participation rate of the population in the labor 
force. Then we can forecast some unemployment levels, and what 
we are left with is employment. Then we can make assumptions 
about the length of the work week, which has been declining all the 
time, and multiplying employment times work week, times number 
of weeks gives us the total number of hours that will be worked in 
the economy at various years. That is the first part of this basic 
equation. 

The second part is the productivity part. That is the output of 
per man hour. Here we have to look at shifting trends and in the 
production mix of our economy. We have to look at things like ef- 
ficiency, but if we multiply output per manhour times the number 
hours we get this huge thing we call national product, or total mar- 
ket value of goods and service we produce. This has been done 
for 1970, the target year of this growing year, and for 1970 most 
of the forecasts I have seen hint that the level of national product 
in today’s dollars will be about $750 billion, an increase during 
the 1960’s of 50 per cent or thereabouts, the largest, the fastest 
growth rate in the history of our nation. 

Why is it a $750 billion figure? Simply because most people 
project productivity to rise at a three per cent per year rate. The 
labor force, or shall I say the amount of work, to rise at about one 
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to 1.2 per cent annual rate. Multiply them together and you get a 
rate of roughly four to 4-1/2 per cent of growth each year in con- 
stant dollars, and I think, if you work it out, that is about $750 
billion in 1970. This means that the per capita income of our na- 
tion will rise one-third. 

This rosy outlook may indeed be sound but I would say we have 
to pay very careful attention to the basic element of this entire 
framework. For example, productivity is slated to rise at a three 
per cent annual rate. Why? If you look at the past record you 
find the rate of productivity, both cyclical and secular, is inter- 
rupted rather substantially. In the period from 1850 to 1889 pro- 
ductivity rose about one per cent per year. From 1899 to the end 
of World War I it rose about a two per cent rate each year. From 
World War I to World War II it rose 2-1/2 per cent a year, and 
only since 1947 has productivity raised at about a three per cent 
per year regularly. Are we being honest or accurate in presuming 
the three per cent rate will continue? 

I would rather just question it, if I may. If the rate goes back 
to two per cent a year instead of three, the difference by 1970 will 
be on the order of $70 billion in terms of output which it does not 
yet produce, so you can see the productivity end is no small mat- 
ter. 

Again, about employment, sure, we are going to have more 
people entering the labor field. Sure we are going to have more 
people looking for jobs in 1960. But does that necessarily mean 
there will be jobs? They won’t starve, because we have means to 
take care of people who are out of work, but will we have enough 
interesting jobs to take care of the college population, this huge 
mushrooming group who are going to be looking for jobs? Believe 
me, with automation becoming a more integral element in our 
economy, we may find ourselves saving jobs rather than creating 
them. I know the history of our country has been one of destroying 
jobs by greater efficiency and at the same time creating them, but 
will we be creating enough new ones though to handle the growth in 
the labor field? Will we be creating enough interesting jobs again? 
The college man does not want to be the semi-skilled or highly 
skilled push-button operator of a super machine. He wants to be a 
social worker, a personnel man, a public relations man or what 
have you. These, I know, are rapidly growing industries, but | am 
not sure they will grow that fast. 

In other words what I am hinting at is: Are we building into 
our model of growth a set of assumptions which washes away com- 
pletely the very problems that we may have to face up to? 

That is one element, Let me just briefly, if I may, talk about a 
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few other major problems, some of the ones that Pierre left out, 
some of the other major problems that may confront us in the 
1960’s. 

No session dealing with the economy would be complete without 
a cogent mention of inflation. Inflation, whether we like to con- 
sider it or not, is a moral issue rather than an economic issue. 
We don’t want to stop inflation, and so we are not stopping it. That 
is what it amount to. The series inthe newspapers and magazines, 
the irate reporter, lots of it is baloney unless we are really ready 
to take action, and that action is expensive, expensive to groups 
and perhaps expensive to the whole nation, but these forecasts for 
1970, as I say, are given in constant dollars. 

If we do in fact have price changes, we cannot assume that the 
price changes for all sectors will be the same, and if they are not 
the same there may be dislocations, substitutions which are at the 
heart of economics, which can cause various stresses and strains 
in part of the economy. Then, too, is it not feasible that the 1960’s 
might be an area of price stability orin fact disinflation, in a large 
number of people seeking jobs? This may keep a lid on wages and 
salaries. 

Imports from foreign nations are causing great concern even 
today, and these imports may actually increase substantially dur- 
ing the 1960’s. You may find that many of the areas in which 
prices have been rising the fastest in the last two years will slow 
down—rents, medical bills and so on. So we may find, as we look 
confidentially forward to higher prices, we may not, in fact, find 
them. 

Another element that I think we tend to forget about when we 
talk about the future is how we are going to finance this growth. 
Actually, one of the blessings of World War II, if I may put it in 
these terms, was the national debt. The national debt provided a 
fund of liquidity which enabled the financing of the postwar era. 
Now, looking into the 1960’s, one hopes, and I think with some de- 
gree of accuracy, that the national debt will not rise as much dur- 
ing the 1960’s as it rose during the 1940’s. If the debt does not 
rise, where will the funds come from? 

You may say that private debt will rise, and in fact private 
debt has been rising much faster in the postwar period than public 
debt, but will private debt rise fast enough or should it, in order to 
finance this economy? 

Actually, some of you might say that the answer is greater 
equity for maintenance, but here again the way the tax laws are set 
up, except during the period of fantastic stock market activity, 
equity formation is discouraged. 
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Well, then you say the large corporations will just plow back 
their earnings, and that is how growth is going to be financed. If 
so, I would expect some tremendous antitrust activity during the 
1960’s and there is an area that is not usually discussed. In other 
words, if we have a problem in raising funds to finance this growth 
and a tight money era prevailing during most of the 1960’s, the big 
corporations will be able to get their money, retain earnings, de- 
preciation and the like. It will be the little companies that will 
have trouble, as we have had in the past few years. If you find 
that the large corporations can move a machine tool and the small 
ones can’t there will be at first the various stop-gap measures, 
but ultimately there will be a ground swelling of opinion which will 
say, ‘“‘Why do these big boys get a privilege which is not available 
to the small fellow?’’ 

I would look in the 1960’s for atremendous antitrust wave. For 
those of you who are buying the growth stocks which will pay off in 
the late 1960’s, be a little bit careful. If the firm is too big, they 
may very well have a great deal of trouble. This is regardless of 
which party is in power. 

The last major problem that I want to pose is not really an 
economics problem, but nevertheless it is an important one just to 
mention. That is, what about these problems of abundance? With 
the family income up so much, with the work week declining slight- 
ly, with vacations increasing rather substantially, what are we 
preparing for? Abundance for what? —I think isa very interesting 
and important question. 

I don’t want you to get the idea that this three-quarters of a 
trillion dollar economy is unattainable by 1970. If I had to guess, 
I would say that it is a pretty good figure, but I think there are a 
few lessons that management should keep in mind during this pe- 
riod ahead. 

The first one is very simple. What is true for the economy is 
not necessarily true for the individual firm in the industry; that is, 
as Pierre pointed out, the 1960’s may very well witness a tremen- 
dous amount of change—industrial change, changes in marketing 
patterns, changes in consumer patterns and the like. Change will 
probably be the essence of 1960, and in a period of change com- 
petition is very keen. I would think competition in the 1960’s 
would be as keen as it has been since the 1930’s, perhaps more so. 

Secondly, I would say that the models of 1970 should be looked 
upon as the potential for our economy, and not necessarily a set of 
goals. It is a potential based upon our labor force ability. Itisa 
potential based upon reasonable trend in productivity, but it should 
not be used as a Set of individual goals by corporation management, 
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except to the extent that by having this perspective of what might 
be, corporation planning might be enhanced. 

Cycles management cannot consider a thing of the past~—wit- 
ness 1957-58—and that if management wants to do things on a very 
crude rule-of-thumb business it can do it this way: In 1945 we had 
a small adjustment. In 1949 we had another small adjustment. In 
1953 we had another one. In 1957 we had another one. The one 
thing that connects all these dates is the space of four years. So 
you might say that if management were doing some planning on a 
first approximation basis, they might say, let’s be careful for 
1961, let’s perhaps be careful for 1965. Beyond that, I just don’t 
know. 

The last element is that any forecast of business activity, 
whether it be for the nation, whether it be for the firm or what 
have you, must in some slight way, perhaps in a nonquantitative 
rather in a qualitative way, keep in mind the fact that there are 
exogenous forces which could change these things at any time. 
How many business firms have done anything in the way of plan- 
ning what they would do if another Korean type crisis were to 
break out? 

The only industry I know of that is doing anything like this is 
the banking industry, and yet we caneasily see from the experience 
of Pearl Harbor, from the experience of the Korean crisis, that 
anything in the way of international conflict would toss these pre- 
dictions into a cocked hat. Yet it may very well be, in forecasting 
for the 1960’s, basing our forecast upon price eras, we should say 
that these things will come about only if we have some interna- 
tional calamity which ultimately, if we win, will be good for busi- 
ness. 

In other words, I feel that projections, if they are soundly and 
honestly made, help to perfect the art of management, but as has 
been said, non ignoramus sed ignosabimus— The problem is not 
that we do not know, but that we shall never know. 
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HOW MARKETING MANAGEMENT CAN 
MAKE SOUNDER MEDIA DECISIONS 


Lee Adler* 


OU’D think from the title of this talk that there was room for 

improvement in advertising media decision-making. 

Well, there sure is! 

There is evidence that at least some irrationality creeps into 
the majority of media decisions—and is later clothed in the wraps 
of scientific respectability by finding facts and figures to ration- 
alize decisions already made. 

There is evidence that there may be fashions in media almost 
as there are fashions in apparel. If small firms follow the exam- 
ple of the leaders in their fields, it’s perhaps understandable. But 
when the giants play the game of follow-the-leader, that’s a more 
serious matter. 

These two strong statements are not capricious. They are 
based on continuing studies of the dynamics of media decision- 
making being conducted for Printers’ Ink by Market Planning 
Corporation. The first study, entitled ‘‘Attitudes, Habits and Mo- 
tives Influencing Media Decisions’’ was carried out last year. It 
involved depth interviews with 125 advertiser and agency execu- 
tives from media buyers on up to chairmen of the board of client 
companies -in New York, Chicago and Detroit. The second study, 
investigating the factors affecting the selection of media classes, 
is just being completed now. It included detailed interviews with 
another 125 million-dollar-budget advertisers and their agencies 
all over the country, and was done with the cooperation of the As- 
sociation of National Advertisers. 

There can be no question of the importance of sound media de- 
cision-making and of its growing importance in the next decade. 
All signs point to marketing opportunities in the 1960’s such as we 
have never seen before. Obviously, effective media selection will 
help add strength to marketing programs designed to exploit the 
potential of the sixties. 


*Lee Adler, Client Service Director, Market Planning Corporation. 
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Secondly, we are all aware of the increasing acceptance of the 
marketing concept, with its keystone principle of customer-orien- 
tation. This clearly calls for media selection attuned to our ef- 
forts to really reach customers. 

Furthermore, advertising continues to play an ever stronger 
role as a tool of marketing, and advertising expenditures are 
growing accordingly. They are expected to hit a peak of $11 bil- 
lion this year—and will doubtless grow further in the sixties. And 
since outlays for space and time constitute the largest slice of 
these huge sums, the need for wise decisions is intensified. 

For these reasons, we believe our findings on the complex 
process of choosing media are of interest and value to all mem- 
bers of the marketing team and to agency executives, as well as to 
media specialists and researchers. 

Now I just used the word complex in describing the media se- 
lection process. One of the first things that has to be appreciated 
about choosing media is exactly how complex it is. 

First, there are the basic considerations. These include the 
product itself, its current and desired markets, budget available, 
creative strategy and regulatory factors. We also analyzed the ef- 
fect of media’s own selling activities, including media research, 
advertising, direct mail, personal selling and entertaining. In ad- 
dition, we studied the role of media’s selling values, and how they 
are perceived by marketing and advertising executives. 

Our study then moved into the area of the people who partici- 
pate in choosing media. 

Finally, we considered the psychological factors involved. 

So you see how complicated it can be, many factors must be 
taken into account, many people contribute, many choices are 
possible, and no situation ever remains the same for very long. 

I would like to concentrate in this talk on one basic obstacle 
to sound media selection—and how it can be eliminated or reduced. 

That obstacle is the influence of emotional factors. 

In our surveys we assessed the significance of seven specific 
psychological factors. These were the desire for prestige, the de- 
sire to impress others, impulsiveness, personal preferences, im- 
patience for results, and habit and resistance to change. This is a 
fascinating part of the study. While denying emotional influence in 
many areas, 87 per cent of the respondents mentioned at least one 
of these emotional factors as having a negative or harmful influ- 
ence on media selection. Since it requires only one bias to make 
a media plan depart from a rational plane, the effects of emotion 
are apparent. 

Just to see how this material was developed, let’s look at just 
one area—habit and resistance to change. 


— 
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Thirty-nine per cent of the executives interviewed were willing 
to admit that habit does retard change in media. One consumer 
goods marketing manager had this to say: 


“Yes, habit does play a part in making media decisions. 
Once you make a decision, you tend to stick with it unless 
you’re proven wrong. It’s harder to make a change than 
to go along with what you have been doing.’’ 


Sometimes, as a number of company executives frankly ad- 
mitted, resistance to change can cause a delay in making worth- 
while media revisions. An industrial goods marketing vice presi- 
dent expressed this possibility in these words: 


“Habit can creep in without your being aware of it. We 
are using 40 trade publications every month. Perhaps 
there should be only 35 and maybe the other five are habit 
because we’ve been using them for years. It becomes a 
part of your thinking.”’ 


Actually, where the weakening of rationality appears to occur 
most often is among top management, and they are involved in 
media decisions in about half of the companies surveyed. Why is 
this so? First—let’s face it!—because these top men are less sub- 
ject to review than anyone else. They can get away with it—and 
they know they can! But it is also believed that their personal 
tastes and opinions can rule more easily because they have fewer 
of the actual facts before them. They are much less exposed to 
media’s own selling activities, whether it be salesmen or direct 
mail. And they have little or no knowledge of media research or 
techniques of appraisal. Listen to what one agency official had to 
say on this matter: 


‘Quite often, personal likes and dislikes enter in, par- 
ticularly at the executive level. Yes, by the executives 
who very often know less than the other people. You take 
a company where the top executive reads Time Magazine; 
yes, some genius executive. In developing media lists, he 
may strike out Newsweek or U. S. News and World Re- 
port.”” 


This quotation reveals the direct influence of top management, 
Their influence often operates more subtly, though, lower eche- 
lons, familiar with top management’s preferences, have a way of 
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submitting media recommendations which they know will be ap- 
proved. 

Now, what do we do about this hindrance to effective media 
selection? 

Based on our research we have come up with a few solid an- 
swers. 

The first step is for marketing management to set concrete, 
specific marketing objectives. Markets need to be defined care- 
fully. Customer profiles need to be established. Customer shop- 
ping and use habits need to be understood. Only after this can 
reasonable objectives be set, and the strategy and tools of attain- 
ing them delineated. Advertising media are apartof the marketing 
strategist’s tool kit. But our study shows that media are often 
used incorrectly. Media selection does not solve a marketing 
problem. Rather, media selection is the outcome of the prior so- 
lution of a problem. 

Let me give you a specific example. It’s over-simplified, but 
it makes the point. One of our clients had a product for which he 
had a simple sales goal. All he wanted was to sell as much of it 
as possible. Sound familiar? The trouble with this all-too-com- 
monly heard goal is that it is too general. 

The client believed all adult men were potential customers. 
Hence, the only criterion for media selection, other than budget 
limitations, was that the audience be composed of adult males. 

Later on, market research showed that there is an enormous 
concentration of potential customers among middle management 
men who travel considerably for business purposes. The sales 
goal then was defined more specifically so as to concentrate mar- 
keting efforts on this crucial market segment. As a result of this 
information, it was possible to select media with much greater 
precision and, as you can guess, with much greater resultfulness. 

The second step in the fight against irrational influences on 
media selection is to obtain the facts on media and markets and 
see to it that they are communicated to all the participants in the 
media-selection process in such a way that they are read, under- 
stood and accepted. 

In particular, this step requires urging media to prepare re- 
search reports, brochures and direct mail tailored to the needs 
of their various recipients. Altogether too often, media prepare 
one report which they attempt to communicate to all of the media 
decision-makers. This short-cut is not really a short-cut. It 
makes sense to furnish complete, detailed studies to media buyers 
and researchers. But for middle and top management, media 
studies should be presented as concisely and appealingly as possi- 
ble. 
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Our survey also reveals that complex, technical reports may do 
more harm than good. Technical jargon is not understood by most 
of those to whom these reports go. As a result, their resentment 
and suspicion are aroused, and their receptivity drops consider- 
ably. It might be better to have no research at all than research 
which inspires negative attitudes. As one New York company 
president confessed: 


“I don’t believe a lot of research done by media. To tell 
you the truth, I can’t make heads or tails of it. And any- 
thing I don’t know enough about, I don’t believe.’’ 


But this is only a part of it. More basically, marketing and 
media planners must fight for—and help to get—more objective 
media- sponsored research studies to furnish the facts needed for 
sound marketing and media planning. 

Our surveys show that media-sponsored research receives ex- 
tensive use because all but the largest advertisers and agencies 
have little substitute research data available. But this usage is 
cautious because the honesty of much media-sponsored research 
is suspect in the minds of a considerable number of the executives 
interviewed. The principal dissatisfaction of survey respondents 
arises from their belief that too much media-performed research 
is prone to distort the facts to enhance media’s sales appeal. 
Sixty-three per cent of the executives interviewed attacked media 
research for this reason. 

Here’s a comment made by the marketing director of a large 
New York agency: 


“I’m wary of most market research performed by media. 
Although some of the statistics are a step in the right 
direction, they do mislead. They use figures that put 
them in the best light. I’m reminded of the cartoon put 
out by Haire Publications which said: ‘We must be sec- 
ond in circulation—the other five are first.’ ’’ 


But marketing men feel that media can improve the research 
they offer in a number of ways. You’ll note that their suggestions 
express the ideal—and that some are on the very frontiers of re- 
search today. 

Here are their suggestions: 


First, respondents said they would like more inde- 
pendently-conducted studies to provide valid comparable 
data between classes of media, especially print versus 
broadcast. They would also like uniform measures in the 
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same or allied fields, as for example, the shelter maga- 
zines. What they want in the long run is a common de- 
nominator for assessing all media. 

Second, more qualitative measurements of markets 
and audiences. The word ‘“‘qualitative’’ is getting tocover 
such a multitude of sins that we asked respondents what 
they meant by it. The kind of research they mean falls 
into four categories. These are: 

a) Keener measurements of the appreciation of, im- 
pact on, and lasting influence of various types of 
editorial and program content on their audiences. 
How do these factors affect various classes of in- 
dividuals? What is the transference of belief from 
editorial matter to advertising? 

b) More profound profiles of reader characteristics in 
terms of audience interest, psychological drives, 
opinions and attitudes. 

c) More ‘“‘digging’’ into consumer purchase and use 
habits, and the symbolic meanings of products to 
people. 

d) Media cost related to audience buying interest; in 
short, let’s get beyond measurements of exposure 
to advertising only, and determine advertising ef- 
fect as well. 

A third major interest is an improved broadcast rating 
services. Specifically, respondents said they would like 
to see conflicts between the various rating systems elim- 
inated. They also called for refinements in TV program 
rating methodology, improved sampling techniques, and 
inclusion of audience areas not now measured well, such 
as car and other transient radios. 

A fourth major interest is in ultimately devising 
means of determining the amount of dollar sales produced 
by ads and commercials. In other words, what they want 
is what we all want—better measurements of advertising 
effectiveness. 

All of this is a tall order for media. But those on the 
client and agency sides of the fence are not without re- 
sponsibility in this area. The more alert media are now 
contacting their customers to determine what kind of re- 
search they want and will accept. Marketing and research 
men need to work with media so as to design the most 
useful research possible, instead of contenting themselves 
with exercising their critical faculties. 
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A third step toward sounder decisions is the use of a checklist 
which helps focus on the rational determinants of media selection. 
These factors are: the product itself; the budget available; com- 
petitive activity; frequency versus coverage; continuity; impact on 
distribution; flexibility in timing of purchase and in permitting 
changes in message and spending pattern, both dollar-wise and 
geographically; franchise position; that is, special position or 
sponsorship associations; appropriateness of media for product 
and message; cost per thousand; effectiveness of selling message, 
and prospective customers. 

Now we should stress that despite our attention to these fac- 
tors, they can’t be put into a neat formula. If we had the biggest 
computer in the world working away for us, we still couldn’t get 
usable decisions. Most of the variables I listed still involve judg- 
ment, experience and plain old common sense. 

Which leads to the next point—that of using the talent and skills 
of all members of the marketing team to best advantage. Top 
management, for example, does have a vital role to play in certain 
circumstances. 

Based on our research, we have been able to define those situ- 
ations where top management often has good reason to participate 
in media decisions as follows: 


a) When corporate policy is at stake. This is a funda- 
mental area of course. 

b) When overall marketing or competitive strategy is in- 
volved. Only top executives will have the broad picture 
of their companies’ entire operations to be able to de- 
cide a media matter which will affect corporate strate- 
gy. 

c) When new or unusual problems of considerable im- 
portance arise. For example, if an important new 
product or product line is introduced, top management 
will certainly want to have a say in its handling. As 
another example, a merger between two companies 
often calls for integration of operations including 
marketing and advertising. 

d) When the proposed media expenditure is sizable. For 
example, consideration of a $2,000,000 outlay for a 
network TV show logically invites top management 
attention. 

e) When advertising is a particularly important market- 
ing tool. For example, it is entirely reasonable for 
top management of a soap or cereal company to be 
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more concerned with media selection than is true for 
a manufacturer of turbines. 


The best way to decide who should do what in media planning is 
for each company to formulate a policy of executive responsibility 
in media decision-making. This is the fourth step. By defining 
the contribution of each man—and putting it in writing—conflicts, 
confusion and the effects of irrational factors will be reduced. 

We have evolved a few simple guideposts to evolving this policy. 
These guideposts also come from our research for Printers’ Ink. 
Of course, they will have to be modified to suit individual com- 
panies’ needs, but they do furnish, we believe, a helpful jumping- 
off point. 

First, top management should decide on HOW MUCH for adver- 
tising. They should also be responsible for the relationship of 
overall media strategy to corporate policies and objectives. Their 
role might be said to be thatof reviewing and approving rather than 
selecting media. 

Second, marketing management should decide WHERE AND 
WHAT to advertise. Here is where knowledge of markets, of con- 
sumers’ product preferences and buying potential, of distribution 
and of sales management come into play. 

Third, advertising management should decide HOW to adver- 
tise. This ‘“‘how’’ gets spelled out in terms of specific media, 
Copy, art, etc. This is where the media specialist should be al- 
lowed to apply his skills and knowledge in detailing media plans by 
selecting individual media, which conform to the overall specifi- 
cations given him by his supervisors, 

Just to wrap this up, we’ve seen that the choice of the media 
which deliver today’s—and tomorrow’s—advertising is ever more 
vital. We’ve seen that a certain amount of emotionality suffuses 
the media selection process—and it needs to be eradicated—gently 
but surely. We can make sounder decisions by doing three im- 
portant things: 


1. Define marketing strategy clearly, based on complete mar- 
ket information in the hands of all the decision-makers. 

2. Define media’s tasks just as specifically and weigh media 
against. objective yardsticks. 

3. Define the roles of the many people who participate in media 
selection so as to eliminate biases and emotional factors and to 
maximize the use of their particular abilities and experience and 
perspectives. 


In a word, better definition will lead to better media selection. 
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WHAT DOES AUTOMATION MEAN 
TO THE MARKETING MAN? 


G. W. Head* 


HAT does office automation mean to the marketing man? 
What benefits does it offer? How can automation improve the 
scientific techniques of marketing management? 

There are a number of pressures within the distribution chan- 
nels that make automation more than a desirableend. These pres- 
sures make automation a compelling necessity. 

There is the pressure of competition. 

There is the pressure of rising costs, including salary costs and 
product costs. 

There is the pressure of narrowing profit margins. 

There is the pressure of what might be best termed ‘increasing 
responsibilities.’’ 

By saying ‘‘increasing responsibilities’’ we are referring tothe 
well-known fact that in addition to their traditional responsibility 
for handling the selling job, marketing men today are assuming 
responsibility for, first, planning over-all marketing strategy; 
second, analyzing facts about marketing operations, recognizing 
trends; next, introducing and promoting improvements in the chan- 
nels of distribution; and last, aggressively helping expand the free 
enterprise system here and abroad. 

Since to discuss all these points would take some several hun- 
dred thousand words, we shall confine our remarks to the ways that 
automation can help in the gathering and analysis of facts. 

If a marketing man is going to function as an analyst and fore- 
caster, the first step must be the gathering of raw information. If 
the facts are to be faced, they must be faced while they are fresh 
and alive and before they become ancient and stale. Nothing is 
worse, we assure you, than obsolete information, no matter how 
neatly it is typed or how literate the reports are. Ancient history 
can be a heavy load for the marketing man. 


*G. W. Head, Manager. Advertising & Sales Promotion, The National Cash Reg- 
ister Company. 
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What then are the areas for automation that are of interest to 
the marketing man? Here is a rapid run-down: 


1. Department store sales register audit systems; floor audit 
systems; simplified sales check plans; register receipt 
plans. All of these systems designed to facilitate transac- 
tions with customers are applicable to modern methods of 
automation, 

2. Merchandise and inventory control systems. It is impera- 
tive today that manufacturers, wholesalers, and retailers 
maintain adequate stocks at the lowest capital expenditure. 
Automation helps point the right way; locates the slow items, 
shows up the fast movers. 

3. Accounts payable systems; account receivable systems; 
‘“‘pay bill’’ systems. 

4. Budgeting and forecasting. 


Other parts of a sales organization are subject to automation, 
of course; or, to be more accurate with words, can be mechanized. 
The record-keeping in merchandising techniques like self-service 
can be mechanized; incentive plans for salespeople canbe mechan- 
ized; payroll systems can be mechanized; and general accounting 
records can be mechanized. Although these areas are only of 
indirect interest to the marketing man, we are nevertheless men- 
tioning them in passing, since they might arise in one way or an- 
other during an analysis of distribution costs. 

Each of these general areas is a study in itself, of course. 
However, sooner or later a marketing department is going to focus 
on all of them, and when that day comes, the facts are needed. 

This statement gives consideration to the new concept of mar- 
keting that takes marketing back beyond production to the original 
product development designs. That is, we are recognizing that 
marketing today embraces more than selling; we are recognizing 
that marketing touches virtually every facet of abusiness and if we 
try to consider automation as only being applicable to isolated 
parts, we will never be able to understand and appreciate the ben- 
efits it offers. 

To put it another way, we think modern marketing is rooted in 
the profit concept, not the volume concept. Volume for the sake of 
volume is out. The new cry was phrased as a question by Business 
Week magazine: ‘‘What price volume without profits?’’ The ques- 
tion has forced a reappraisal by marketing men who have achieved 
volume over the years, but whohave found that profits ‘‘do not come 
naturally.’’ 

New methods of automation will make marketing information 
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available much faster than ever before, and, in addition, will supply 
data previously not available at all. This information can be ap- 
plied to distribution cost analysis in the same relentless manner 
that managements have applied facts and figures to production cost 
analysis. 

Before discussing specific ways various applications are being 
handled today, let’s digress briefly and discuss a general idea that 
is directly related to the subject of automation. 

In a book called ‘‘Science and Common Sense,’’ Dr. James B. 
Conant says we originally learn science is a collection of facts, 
which are classified, analyzed, broken down, examined, studied, 
pondered. Then zowie! A general scientific principle springs 
forth, ready to be applied to automation, production, research, or 
what have you. 

In actual practice, Dr. Conant says, discovery takes place little 
by little, shrouded by questioning. Facts gradually emerge as 
clear, precise, well-supported theory. The tabulation of basic data 
comes later. 

The point of this illustration is that automated systems are not 
the result of flashes of inspiration. They are the result of years of 
patient step-by-step planning. There is one facet of most auto- 
mated systems today that proves this statement. We are referring 
to punched paper tape, a narrow strip of paper with a configuration 
of holes punched in code in it. 

Punched tape has become a common denominator ofall account 
ing media. It is a common language. The tape can be punched by a 
wide variety of machines, yet in the end the tapes flow to a common 
point and are processed similarly. If processing isto be done by a 
computer, the tape serves as direct input to a high-speed paper 
tape reader. If processing is tobe handled on tabulating equipment, 
a tape-to-card converter can be used. 

Punched tape has several important advantages. It is inexpen- 
sive—a 1000-foot roll of tape capable of holding 120,000 characters 
of information costs about 75 cents. Punched tapes are easy to 
store. Punched tapes are easy to mail, ordata may be transmitted 
by teletype to a central processing headquarters. The cost of tape 
recorders is low and it is often feasible to equip branch offices, 
warehouses, or other facilities with separate units. 

Paper tape recorders have been available for some time but 
only in the past year or sohave they gained popularity as one of the 
most useful business machines yet devised. Recorders have been 
successfully installed in financial institutions and in industry and 
are now spreading to department stores. 

Now that we have presented this general background of an 


} 


160 MARKETING KEYS TO PROFITS IN THE 1960’s 


important feature, we would like to outline several practical 
applications. 

Tape recorders may be linked to adding machines, sales regis- 
ters, window-posting and analysis machines, as well as the versa- 
tile typewriter-bookkeeping machine. One of the outstanding recent 
installations using punched tape that I personally have visited and 
observed in action is at Reynolds Metals in Richmond, Virginia. 

Reynolds uses a battery of accounting machines equipped with 
punched tape recorders to maintain control over its consignment 
inventory. The system provides continuous updating of the exact 
units and dollar value of some 5,000 different inventories on con- 
signment by each of Reynolds 250 distributors. Since the total 
distributor inventory carries a market value of some $16 to $20 
million, it is important that the Reynolds marketing people have 
day-by-day information on product availability and product aging. 
We understand from Mr. G. G, Coghill, vice president and treas- 
urer of Reynolds, that the automated system has given them a 
more flexible control than they have ever had before over the huge 
inventory investment. To use Mr. Coghill’s phrase, Reynolds 
maintain its competitive position by active use of ‘‘market intelli- 
gence reports’’ made possible by a modern data processing 
system. 

Another example: By transferring sales analysis data from a 
manually-posted ledger to punched paper tape, E. H. Sargent & 
Company of Chicago, a 106-year-old supplier of scientific instru- 
ments and apparatus, has obtained much more detailed sales analy- 
ses much sooner, and the result was accomplished with no increase 
in cost. 

Sargent’s old end-of-month report showed sales only for a given 
month and for the year to date, and took four weeks to prepare. 
The new one, on the other hand, shows this data for the two pre- 
ceding months as well—that is, three months altogether, and the 
report is available immediately after the close of a given month, 

The present three-months run-down on each customer’s buying 
activity has enabled Sargent’s marketing management to plan their 
operations much more efficiently. For example, the company can 
determine which accounts represent the greatest sales potential; 
the work of technical representatives can be evaluated in greater 
detail; and the need for greater concentration of effort in a given 
geographical area can be seen more clearly. 

It is important that marketing men realize that punched-tape 
techniques such as I have described can be used without restricting 
the accounting operations and without employing specially-trained 
data processing personnel. 
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On the selling floor of a retail store, for example, a SALES- 
TRONIC register is operated by an ordinary salesperson. The 
SALES-TRONIC system is comprised of three units, all located at 
the point of sale: a sales register containing all the fundamental 
features of the modern register; a media reader designed to read 
transaction data from prepunched price tags and from clerks’ 
tokens; and a punched tape recorder which captures information 
entered in the sales register and the media reader. 

This three-unit combination is not a rigid requirement, how- 
ever. If a store does not choose to accumulate unit control infor- 
mation, the media reader need not be linked to the SALES-TRONIC. 
In that case the SALES-TRONIC consists of two machine units at 
the point of sale—the SALES-TRONIC register and the punched tape 
recorder. An outstanding recent installation of such a system was 
made at the University of Dayton bookstore. Sales data is captured 
in punched tape, then analyzed later on a computer. Each day the 
store manager receives an 18-total sales analysis of yesterday’s 
business. Individual textbook inventory for the entire store can be 
transcribed into report form within one hour. The system provides 
the store manager with an automatic re-order list for fast-selling 
items such as sportswear, novelties, and certain types of books. 
In short, store management is made easier through better stock 
control and more scientific buying. 

Our company’s electronic data processing system—the Model 
304—is now in production. It is significant that those companies 
that have already placed orders for the equipment—Macy’s in New 
York; F & R Lazarus in Columbus; and Johnson’s Wax of Racine, 
to name three at random—have ordered because of the urgency to 
have up-to-the-minute information. Not only is the information 
obtained without drudgery and with less expense, but it literally 
reduces days and weeks to hours. 

At Racine, Johnson’s Wax will have 22 distribution points 
throughout the United States linked to the central office by means of 
punched paper tape. Johnson will know the sales by lines of prod- 
ucts any day; will know the results of special promotions in any 
section of the country; and will have comparative results from all 
sections of the country, literally as fastas the teletype can transmit 
the figures. Moreover, the Johnson marketing people will have the 
complete picture of sales, not a few snapshot views. 

The significance of automation to marketing men does not lie in 
the technical accomplishments that machine developments repre- 
sent. Since data processing has been extended to the broad middle 
range of businesses, the significant fact is that the middle range of 
businesses can achieve the results that were once thought to be only 
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available to corporate giants. To the marketing man, this means 
one thing: Only careful planning based on facts will produce a 
competitive edge. Automation is the only means of getting accur- 
ate data—the facts—quickly and economically. Thus automation 
could and should be the opening wedge in a drive for expansion, a 
drive for greater profits on the same volume, or for an all-out 
drive against all kinds of competition. 


Part Four 
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POPULATION OUTLOOK 
FOR THE 1960°S 


Philip M. Hauser* 


USINESS in the United States must be geared to a market of 

about 214 million persons by 1970, when it could range from 
203 to 219 million. These estimates are based on projections of 
the U.S. Bureau of the Census. The low estimate is based on the 
assumption of decline in fertility by 1965; the high assumption on a 
ten per cent increase above the present fertility level. The me- 
dian estimate is based largely on the assumption that the present 
fertility rate will continue. The projected figures point to an in- 
crease of from 27 to 43 million persons in the 11 years between 
July 1959 and July 1970. Such an increase is equal to a market at 
the lower limit, to the size of the population of Spain, and at the 
upper limit, equal to that of France, but at the American level of 
expenditure. 

By 1965, the population of the U.S. may number between 192 
and 198 million, with the likely figure being 196 million if the 
present birth rate level is maintained. These figures point to an 
increment to the U.S, market of from 15 to 22 million persons—an 
addition, in six years, equivalent to a population ranging from al- 
most that of Canada at the lower limit, to that of the Philippine 
Islands at the upper limit. 

The Census projections then, show the possibility of a popula- 
tion increase from 2.5 to 4.0 million persons per year between 
1959 and 1970. For business enterprise aimed primarily at the 
consumption by the person then, the market as measured by popu- 
lation, may be expected to increase by from 1.4 to 2.2 per cent 
per year between now and 1970. 

Households. Markets depending upon the household as a con- 
sumer unit are faced with different rates of growth than those de- 
pendent upon the person. Under the impact of demobilization after 
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the war and the post-war high level economic activity, the number 
of households between 1946 and 1956 increased by about 11 mil- 
lion, twice aS many as any other ten year period in the history of 
the nation. Net household formation between 1947 and 1950 aver- 
aged over 1.5 million per year. Net household formation is, of 
course, the net effect of new households being formed through 
marriage break up of the large-family household system; and es- 
tablished households being dissolved through divorce, death and 
separation, 

Despite the great boom in net household formation in the post- 
war decade, net increments to total households in the United States 
decreased appreciably between 1950 and 1955 below the level 
achieved between 1947 and 1950. Between 1950 and 1955 net 
household formation decreased to an average of a little over 
800,000 per year, a decline of almost half. This great decline 
from the peak achieved with demobilization of the armed forces, 
reflected in part the changing age structure in the United States, 
more specifically that is, the decline in the number of persons 
reaching marriageable age because of the depressed birth rate of 
the 1930’s. 

Between 1955 and 1958 net households increased to reach a 
level of about 900,000 per year. In view of the Census projections, 
however, it is possible that further decreases in net household 
formation may occur between 1960 and 1965. Under assumptions 
producing a low projection, it is possible that net household for- 
mation could drop to about 643,000 per year for the period 1960 
to 1965. Under assumptions producing high projections, it is also 
possible that it may exceed a million per year. 

By 1965, however, it is virtually a certainty that net household 
formation will definitely take an upward spurt. By that date post- 
war babies will begin to reach marriageable age. Between 1965 
and 1970 net household formation may vary, according to the Cen- 
sus projections, from 850,000 to over a million per year. Busi- 
nesses dependent upon the household as a consumer unit, then, 
total households will reach a level of 55 to 58 millions by 1965; 
and a level of from 59 to 63 millions in 1970. Households in the 
United States, then, between 1958 and 1965 will increase from 50.4 
million to 55 to 58 million—by from four to seven million or by 
from 9 to 15 per cent; and between 1958 and 1970 to 59 to 63 mil- 
lion—by from eight to 12 million or from 17 to 25 per cent. 

Projections are also available through the Bureau of the Census 
of household formation from 1958 to 1965 by age of house head. 
These data have important implications for consumer marketing 
purposes because households in different stages of the family 
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cycle, as indicated by age of head of household, have greatly dif- 
ferent consumer expenditure patterns. Much more remains to be 
ascertained about such expenditure patterns but, in general, it may 
be stated, that households with heads under 25 years of age are 
relatively poor prospects for large expenditures such as that rep- 
resented by purchase of a home. On the other hand, they probably 
represent an exceedingly good market for relatively small con- 
sumer durable expenditures, such as furniture, household equip- 
ment and appliances. Households with heads 25 to 54 years of age 
represent the group most apt to purchase a home. Therefore, they 
have a Special significance for residential construction and related 
industries. Households with heads 55 and over also constitute a 
poor market for home purchasing and for many other forms of 
general consumer expenditures. 

Between 1958 and 1965, while total households in the United 
States increase by from 8 to 14 per cent, households with heads 
under 25 years of age will increase by from 36 to 67 per cent. At 
the other end of the household head age scale, households with 
heads 55 years of age and over, will increase by from 15 to 20 per 
cent. In contrast with these relatively large rates of increase for 
households with young and old household heads, respectively, 
households with heads of intermediate age, 25 to 54 years old, will 
during the same period increase only from 2.7 to 7.2 per cent. 
Such great differences in rates of growth merit careful consider- 
ation in any attempt to predict consumer expenditures. 

The picture of absolute increase is quite different, however, 
from that of relative growth. Between 1958 and 1965, the greatest 
absolute increase will actually occur among households with heads 
55 years of age and over. Households with these older heads will 
increase by from 2.5 to 3.3 million. Households with young heads, 
despite their relatively great percentage increase, will increase 
by only from .9 to 1.6 million. Finally, households with heads from 
25 to 54 years of age, although subject to relatively low percentage 
increase, will actually add from 800,000 to 2.2 million units. The 
differences in patterns of increase of households by age of head 
depend upon whether rates of growth or absolute numbers are con- 
sidered, point to the great importance of taking both rates of 
growth and absolute increment into account in efforts to project 
consumer market patterns. 

Metropolitan Areas. The population of the United States has 
been increasingly becoming concentrated in great urban agglomer- 
ations delineated by the Federal Government as Standard Metro- 
politan Areas. In 1900 only 1/3 of the population lived in such 
places; by 1950 this proportion had increased to 57 per cent. In 
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1950 about 85 million persons lived in 168 Standard Metropolitan 
Areas in the United States. 

If the trend in respect to metropolitan area concentration con- 
tinues, then, by 1960, it is possible that about 60 per cent of the 
population of the country will reside in such areas, some 110 
million persons. By 1970, the Standard Metropolitan population 
may have increased to 138 million, that is, to about 65 per cent of 
the total. 

Within Standard Metropolitan Areas population is becoming 
increasingly decentralized in the sense that larger proportions of 
the total SMA population are becoming residents of the suburban 
ring. In 1950, 42 per cent of the SMA population lived in suburban 
rings. By 1960, it is possible that more than half of the SMA pop- 
ulation, for the first time in the history of this nation, will be liv- 
ing in suburbia. Of 110 million persons in SMAs, about 57 mil- 
lion may be resident in surburban rings and the remaining 53 
million in central cities. By 1965, of 125 million in SMAs, some 
68 million may be resident in suburbia while 57 million are in 
central cities. By 1970, of 140 million persons in SMAs, 79 mil- 
lion may be in suburbia and only 61 million living in the central 
cities. 

Between 1950 and 1960, then, it is likely that SMA population 
will have increased by some 25 million persons, or by almost 30 
per cent. During the same period, central city populations will 
have increased by only four million persons or by about eight per 
cent; whereas suburban population may have increased by 21 mil- 
lion persons or by over 58 per cent. Between 1960 and 1970, SMA 
populations may increase by an additional 30 million persons, of 
whom eight million will represent increment to central cities and 
22 million additions to suburbia. While SMAs as a whole between 
1960 and 1970 increased by 27 cer cent, central cities will in- 
crease by only 15 per cent and suburbia will increase by 39 per 
cent. By 1960, suburbia may make up 52 per cent of the total 
SMA population; by 1970 over 56 per cent. Shifts in the distribu- 
tion of population both to and within Standard Metropolitan Areas, 
needless to say, have the most important implications for distri- 
bution practices, implications that will vary greatly with the na- 
ture of product and system of distribution. 

Age Structure. The rapid changes which are taking place in the 
age structure of the United States also has important implications 
for consumer market. This is the only generation that has ever 
lived through two world wars and a major depression which have 
had drastic effects on the birth rate of the American people. Fluc- 
tuations produced in fertility are now evident in the differential 
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rates of growth of different age sectors of the population. Between 
1950 and 1960, youngsters of preschool age, that is under five, will 
have increased by 23 per cent. Between 1960 and 1970 an addi- 
tional increase of 4.2 million youngsters under five may be anti- 
cipated, so that children of this age group reach a total of 22.4 
million by 1970. This projection based on the assumption that the 
present birth rate will continue will produce an additional increase 
of 21 per cent in pre-school children between 1960 and 1970. 

Between 1950 and 1960 youngsters of elementary school age, 
roughly five to 14 years of age, will have increased by 50 per cent. 
In the decade between 1960 and 1970, children of elementary 
school age may be expected to increase from 36.4 million to 43.0 
million. This would be an increase of 6.6 million or 19 per cent. 

Youth of high school age, 15 to 19 years, increased by 26 per 
cent between 1950 and 1960. In the coming decade, however, high 
school youngsters may be expected to increase by 5.4 million or by 
44 per cent, from 13.4 million in 1960 to 19.3 million in 1970. 
Students of high school age will during the 60’s increase much 
more rapidly than students of elementary school age because it 
will not be until the 60’s that the high schools will feel the full im- 
pact of the post-war birth rate. Elementary schools will have ex- 
perienced this impact before the 60’s are reached. 

In the decade 1950 to 1960, persons 20 to 64 years of age will 
have increased by less than eight per cent. In the coming decade 
they may be expected to increase by an additional 14 million rising 
from 94.5 million in 1960 to 107.8 million by 1970. During the 
coming decade, then, they will increase by 14 per cent, a rate 
considerably greater than that of the 50’s. 

Finally, as may well be expected, the population of the U.S. will 
continue to age as measured by increase of the senior citizens. 
Between 1950 and 1960 persons 65 years of age and over will have 
increased by 27 per cent. Between 1960 and 1970 an additional 
increase of 24 per cent may be anticipated. Persons 65 years of 
age and over will increase by 3.7 millions, that is from 15.8 mil- 
lion in 1960 to 19.5 million by 1970. 

The great differences in rates of increases of persons in the 
various age classes indicates the importance of careful analysis 
of consumer market composition during the 60’s. We will be ina 
peculiar situation in which the younger and older people will be 
increasing at a rate greatly exceeding that of persons of inter- 
mediate age. Moreover, we will be in a period in which the teen- 
ager will represent the most explosive increase in the consumer 
market. 

Non-white Population. World War II greatly accelerated the 
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internal migration in non-white population from the South to the 
North and, for the first time in appreciable numbers, to the West 
Coast. During the 60’s the non-white population may be expected 
to increase rapidly and to continue its shift away from its histori- 
cal concentration in the South. 

In 1950 there were some 15.8 million non-white persons in the 
United States. In 1960 this figure will be well in excess of 19 mil- 
lion, an increase well over 20 per cent. Between 1960 and 1970, 
the total non-white population of the United States may increase to 
a level of from 22.1 to 23.6 million or by perhaps another 20 per 
cent. 

Concentration of non-white population of the United States in 
the South may be expected to continue to decrease. In 1950, about 
66 per cent of all non-whites in the United States lived in the 
South; and in 1960 this percentage may decline further to a level 
of from 57 to 58 per cent. By 1970, it may be expected to decline 
further to a level of about 50 to 54 per cent. Conversely the pro- 
portion of non-whites who are residents in the North may be ex- 
pected to increase from 28 per cent in 1950. They may have in- 
creased to from 33.8 to 34.2 per cent by 1960; and may increase 
further to from 37.2 to 40 per cent by 1970. In the West, which 
contained 6.3 per cent of the non-whites in 1950, non-white pro- 
portion may increase to from 8.2 to 8.5 per cent by 1960; and to 
from 9.2 to 10.7 per cent by 1970. Thus, by 1970 it is possible 
for the first time in the history of the U.S. that the North and 
West combined will have more non-white population than will the 
South, 

The regional shift in non-white population is resulting in in- 
creased concentration of non-whites in the cities and especially 
in metropolitan USA. This concentration may be expected to con- 
tinue, particularly in the larger SMAs which are the places of 
destination for the major share of non-white in-migrants from the 
South to the North and West. The metropolitan centers which re- 
ceive large numbers of Negro in-migrants between 1940 and 1950 
will probably continue to receive a major share of such internal 
migration. These include New York, Chicago, Philadelphia, Los 
Angeles, Detroit, Baltimore, St. Louis, Washington, D.C., and 
Boston. Other areas will, however, also receive non-white in- 
migrants to a considerable extent in accordance with the extent to 
which they experience economic growth, particularly industrial 
economic expansion. 


CONSUMER SPENDING AND SAVING 
IN THE DECADE AHEAD 


Dr. Grover W. Ensley* 


HIS is the age of the consumer. He has become undisputed king 

of the American economy. His decisions to spend, to save, or 
to invest influence the course of aggregate business activity and 
the success of individual business units. Determining his future 
economic behavior has itself become one of the nation’s most dy- 
namic growth industries. 

Thus, in ascending the economic throne, the American consumer 
has forfeited his right to economic privacy. He is now merciless- 
ly exposed to the probings of economists, sociologists, psycholo- 
gists and a host of miscellaneous ‘‘ists’’. It is not enough for us 
to know what the consumer plans to buy but why he plans to buy it; 
not only how much he plans to save and where, but why he chooses 
to save as he does. We seek toknow also what the consumer thinks 
about prospects for business in general, about the outlook for in- 
flation, and about his financial prospects. Where others have fail- 
ed, the consumer has_ succeeded in uniting all of the social 
sciences together in a common bond, joined with business and in- 
dustry in a vast effort to find out what makes him tick and why. 

The economic importance of the consumer has not always been 
so widely recognized. Not so long ago—as history measures time— 
economic thinking was focused almost exclusively on problems of 
production and supply as the main determinants of value. Emphasis 
began to shift towards consumption and demand about 100 years 
ago when an imaginative economist called attention to the idea 
that: ‘‘Pearls do not have value because men dive for them. Men 
dive for pearls because they have value’’. In the years since these 
pearls of wisdom were recorded, the consumer has received in- 
creasing recognition. With the improvement of economic measure- 
ment, the tangible importance of the consumer in our economy has 
become visible to all. 
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We know that he absorbs more than two-thirds of the nation’s 
total output of goods and services. This is more than three times 
the volume purchased by Government, our next largest customer. 
We know that the personal savings he sets aside are a major 
source of capital formation. We know that his willingness to 
assume debt obligations has expanded markets for houses, auto- 
mobiles, refrigerators and other goods, and in the process has 
opened a whole new dimension of marketing. Wehave had dramatic 
evidence, moreover, that the independent strength of consumer 
demand through three postwar recessions has cushioned declines 
and hastened recoveries. 


Postwar Shifts in Spending, Saving and Income 


The role of the consumer in the economy of the 1960’s will 
be played against the background of fundamental changes which 
have occurred during the 1950’s. These changes have been ap- 
parent in the pattern of his spending, savings and income. It is 
in these changing patterns of consumer decision and action that 
the dynamic nature of America’s economy is reflected. 

In his overall spending during the postwar years, the consumer 
has absorbed a relatively stable share of the nation’s rising out- 
put of goods and services. But as his volume of expenditures has 
risen, he has—in broad terms—devoted an increasing share for 
services and a declining share for goods. Thus, while total con- 
sumer outlays between 1947 and early 1959 advanced by about 
80 per cent, spending on services increased by nearly 125 per 
cent and on goods by only half that much. Consumers made up 
for the lack of durables during World War II by nearly doubling 
their expenditures in the postwar years, while increasing their 
nondurables outlays by only 55 per cent. 

As significant as the marked expansion in outlays for services 
between 1947 and 1959, has been the steady growth in this area 
during the interim years, notwithstanding the course of the business 
cycle. During the late, unlamented recession, for example, con- 
sumer spending for services actually rose by some $4 billion 
—at seasonally adjusted annual rates—in marked contrast to the 
decline of almost $5 billion in durable goods outlays. A similar 
pattern marked the earlier postwar recessions of 1948-49 and 
1953-54. Thus increased consumer spending on services has been 
of such a character as not only to contribute to economic growth 
but also to stability. Durable goods outlays, on the other hand, 
have been a dynamic but hardly a stable element in business 
activity. 
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Within the broad pattern of shifts in consumer outlays be- 
tween goods and services there has been another pattern of shifts 
between ‘‘necessary’’ and ‘“‘optional’’ (discretionary) spending. 
This second pattern crosses the goods—services line and isa 
reflection of the sharply improved economic position of consumers 
in the past decade. In brief, today’s consumer spends a smaller 
part of his income on groceries, clothing, laundry, and tobacco, 
and a larger portion on automobiles, education, foreign travel, 
boats, insurance, and home entertainment, than he did a decade 
earlier. When the consumer wonders about making ends meet 
today, he has different ends in mind than did his forbears of not 
so long ago. Today’s breadwinner is not worried about how to 
feed and clothe his family but rather how to budget the second 
car, the payments on his suburban house, his son’s college ex- 
penses, the family’s vacation trip, the orthodontist’s bills, and 
the new out board motor. 

The marked changes in consumer spending patterns, in a 
setting of rising overall demands for goods and services, reflects 
the revolution in consumer incomes during the past decade. Not 
only have average incomes risen substantially but the distribution 
of total income among America’s 50 million consumer units has 
become more broadly and evenly diffused. Thus, in terms of real 
purchasing power—that is, after adjusting for postwar price in- 
creases—average family incomes have risen to over $6,000 from 
a little over $5,000 in 1947 and less than $4,000 in 1929. During 
these years, consumer units with real incomes of more than 
$4,000 have increased to nearly two-thirds of the total, from less 
than one half in 1947 and about one-fourth at the peak of 1929 
prosperity. 

The upward shift of incomes is apparent all along the income 
scale, and has resulted in a substantial broadening of the middle- 
income market. This market has been arbitrarily defined to in- 
clude incomes in the $4,000 to $10,000 range~a range in which 
more than 28 million American families now fall, compared with 
less than 20 million in 1947 and only 8 million in 1929. Moreover, 
in the higher income groups of over $10,000 are numbered some 
6 million families and individuals, nearly twice the 1947 number 
and more than three times the number in 1929. During these 
years, the increase in total number of families in the popula- 
tion has increased at a much slower pace than the increase in 
the number entering middle and upper income groups. 

As incomes have risen, consumers have not only had a chance 
to exercise greater choice between types of expenditures, but also 
between spending and saving generally. The broadening and 
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shifting of consumer expenditures to include a greater percent- 
age of non-essential items has been in keeping with expected 
consumer behavior. The predicted increase in the percentage of 
income saved, however, has not occurred. The widely accepted 
view was that as families climbed the income ladder they would 
tend to save a relatively greater share of their incomes. It was 
thought, therefore, that for economic growth to proceed fast 
enough to provide jobs. for all who wanted them, it would be neces- 
sary to stimulate consumption and investment. The record shows, 
however, that while incomes have spurted in the past 30 years 
there has been no long-term trend towards an increase rate of 
savings. During the 1920’s, as well as in the years after World 
War II, consumers saved about six to seven per cent of their dis- 
posable income. The consumer has clearly found a multiplicity of 
new wants to satisfy as his income has risen. The implication of 
this development I would like to leave for later. 

All of this is not to say that there have not been significant 
short-run changes in the savings ratio accompanying economic 
change. Immediately after the war, for example, consumers 
saved less than three per cent of their income as they rushed 
to fill wants deferred during many years of depression and war. 
In contrast, during the depths of the depression, consumer savings 
were negative, and in the midst of World War II they reached 
one-fourth of disposable income. Since 1950, however, following 
the satisfaction of most urgent needs, consumers have tended 
to save a fairly steady proportion of their incomes, varying 
between six and one-half and eight per cent. 


The Shape of the Economy in the 1960’s 


The pattern of consumer saving and spending in the decade 
ahead will be influenced largely by the nature of the economy in 
which he lives. It is necessary, therefore, to sketch briefly what 
the economy of the 1960’s may look like. 

There are some economic soothsayers who see in the coming 
decade an economic millennium with growth proceeding at a rapid 
and uninterrupted pace, and with jobs for all at all times. There 
are others who see the decade as one of disturbance and turbu- 
lence, with wide and frequent fluctuations in business activity. 
Reflecting this view, one well-known business analyst has la- 
beled the coming decade as the ‘‘uproarious 60’s’’. While the 
relative smoothness of the road ahead may be in question, there 
is no question that it is pointed sharply upward. The heights we 
are likely to reach by 1970 strain the imagination. 
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On the basis of past growth trends, there is every reason to 
expect that, measured in today’s prices, ours will be a $750 
billion economy by 1970 compared with today’s $475 billion 
economy. It will be an economy in which physical output from 
factories and mines will apprach 250 per cent of the 1947-49 base, 
compared with about 150 per cent today. The 1970 economy will 
support, better than ever before, a population of over 200 million 
and provide close to full employment for around 75 to 80 million 
civilian workers. Improved productivity in a rapidly advancing 
technological society will permit these workers to produce a vast 
amount of goods and services with fewer hours of work—perhaps 
35 hours per week. 

In this far more affluent society than we have today, consumer 
incomes—in terms of real purchasing power—can be expected to 
rise markedly further and open new opportunities for spending 
and saving. The income revolution of the 1950’s may become even 
more revolutionary in the 1960’s, in that incomes may rise even 
faster and a whole new upper income strata may develop. 

Without going into detail, it appears entirely consistent with 
these broad economic projections, for average family income— 
in today’s dollars—to exceed $8,500 by 1970 compared with a little 
over $6,000 now and $4,000 shortly after World War II. More 
meaningful, perhaps, for market analysis is the prospect that 
during the coming decade, generally rising incomes will give 
nearly half of America’s families a disposable income of more 
than $7,500. Moreover, of those families who will have less than 
$7,500 at their disposal, the bulk will have more than $4,000. 
Thus, low-income families, which made up about half of America’s 
consumer market after the war, will perhaps comprise little more 
than one-sixth a decade hence. 

This new pattern of income distribution reflects a projected 
total disposable income for consumers in the $500 to $550 billion 
area—a rather lofty area to reach from our present high $325 
billion level. Such a volume of buying power holds vast promise 
for the development of new, and expansion of present, consumer 
markets. It holds vast promise also for the expansion of all forms 
of savings, and hence of capital formation by business and govern- 
ment without inflation. 

Because the volume of disposable income will be widely dis- 
tributed among relatively high income consumer units there will 
be a wider choice of how each dollar is used than ever before. 
Herein lies the challenge for American business and government. 
In competing for the dollars of the new affluent consumer will we 
be able to establish an economic climate in which consumers can 
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enjoy new products, new leisure, new public and private facilities, 
without the fear of eroding inflation and of serious intermittent 
business declines? 


The Balance Between Saving and Spending 


The achievement and maintenance of such a healthy, growing 
economy will require a proper balance between saving and spend- 
ing—a balance which cannot be forced upon America’s families, 
but one which can be achieved in response to prudent and dynamic 
policies of business, labor, and government, Consumer decisions 
to spend and save, as I noted at the outset of this talk, reflect a 
combination of economic, sociological and psychological variables. 
The innumerable ways in which these variables can be combined 
will always make it difficult to project consumer behavior. 
Individual differences will result in different responses to similar 
situations and stimuli. Nevertheless, consumer surveys taken 
over a number of years establish fairly conclusively that there 
is a responsive pattern of behavior to expectations of general 
business and financial conditions, as well as topersonal situations. 

Thus, the most recent survey of consumer buying plans con- 
ducted by the National Industrial Conference Board shows a 
significant increase from a year ago in consumer intentions to buy 
houses, autos, and other durable goods, accompanying their more 
optimistic appraisal of business conditions. At the same time, 
it has been established by the University of Michigan’s Survey 
Research Center that consumers are less exuberant today than 
they were in 1954-55 mainly because expectations undermine 
not only their willingness to save but also—contrary to some views— 
their willingness to spend for non-essential items. This is so 
because higher prices mean more income spent on the meat and 
potatoes of life and less on the desserts. The large numbers 
of American consumers on relatively fixed incomes are particularly 
sensitive to the harmful effects of inflation. It behooves us all, 
therefore, whether we promote sales or savings, to guard diligently 
against this threat. 

This is not to say that marketing men should discourage con- 
sumers from buying any more than thrift institutions should dis- 
courage savings. Your job is to promote sales, ours to promote 
thrift through all phases of the business cycle. If we do our jobs 
well there is no conflict in these aims. When you offer sound 
value for each dollar, the consumer’s money is well spent. 
When we stimulate savings, we lay a sound base for future growth 
through increased capital formation and for individual security. 
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A most significant development, to which I referred earlier, is 
the fact that predictions of a rise in savings ratios accompanying 
advancing consumer incomes have not materalized. There is, 
as a consequence, less urgent need—from the standpoint of sound 
economic growth—to stimulate consumption and investment than 
to stimulate savings. The long-term inflation bias in this country 
has reflected the fact that demands for capital facilities have out- 
run the availability of savings to finance them. 

The tendency to live better as one’s income rises was drama- 
tized in this week’s issue of LIFE magazine. Like many pieces 
of eye-catching journalism, however, it tended to overstate the 
situation. The article would have us believe that hardly anyone 
saves anymore but that everybody borrows. I wonder where LIFE 
thinks the savings banks, savings and loan associations, and life 
insurance companies get the money to lend and invest if not from 
individuals’ savings. Apparently the magazine has been unaware 
of the marked growth of these institutions in recent years. 

Fortunately, for our national economic welfare, people still 
think it important to save—to provide for emergencies, for 
children’s education, for vacations, and for downpayments on homes 
and other goods. If people stop saving, they must soon stop 
borrowing, and our economy will stop growing. LIFE effectively 
calls our attention to the difficulty of saving in today’s economy, 
but erroneously suggests that thrift is outmoded. 

Perhaps, implicit in LIFE’s story is the idea that we in the 
thrift business have not done our job as effectively as you in the 
selling business. If the thrift industry does its job better in the 
years ahead we will all be better off. Not only will there be more 
adequate savings to finance America’s long-term growth but 
consumer spending patterns may become more orderly. For after 
all, people save essentially to spend. If consumer incomes are 
reduced temporarily through adversity, or in latter years through 
retirement, they can be supplemented by savings, and spending 
need not be deterred. 

No one of us is wise enough to predict just how consumers will 
apportion their incomes as between saving and spending in the 
decade ahead. Certainly, we are not wise enough to decide for 
consumers how much they shall save and how much they shall 
spend. The volume of saving, spending, and borrowing reflects 
the voluntary decisions of millions of individual family units. 
Above all, this right of continued voluntary action must be preserved 
in our private free enterprise economy. When economic excesses 
and deficiencies develop as a result of the interaction of millions 
of independent decisions they must be mitigated by the wise use 
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of Governmental monetary and fiscal policies. In recession, 
government policy must necessarily be directed towards stimulating 
economic activity, reducing unemployment, and increasing individual 
income. In expansion, government must take action to temper 
exuberance. 

Such countercyclical government policy can be carried out most 
effectively only with the cooperation and understanding of all 
segments of business and finance. It is equally important for us to 
understand the nature of each other’s industries and the contribution 
each makes to sound economic growth. Without increased savings, 
the volume of spending cannot be sustained. Without increased 
spending, consumer incomes and savings cannot grow. The in- 
centives to save and spend are mutually reenforcing, and in proper 
balance, will provide a sound basis for the unprecedented expansion 
that lies ahead. 


19 


THE CHANGING SOCIAL PATTERNS 
IN THE 1960'S 


Samuel A. Stouffer* 


HE projections into the future which I wish to lay before you 

today rest on three basic assumptions. One, that the cold war 
will continue but without a major shooting holocaust. Two, that 
though there may be minor recessions as in 1958, or even more 
severe unemployment in a few localities there will not be a massive 
national depression as in the nineteen-thirtees. Three, although 
the purchasing power of the dollar may continue to decline slightly 
there will be no run away inflation. If any of these three catas- 
trophes occurs—and any is possible but unlikely—all bets are off. 

With this disclaimer clearly in the record, let us now examine 
the sound implications of some of the great economies, demographic 
and sociological forces at work in the United States. 

First, the implications of high purchasing power, are based on 
increasing man-hour productivity. As a consequence ofthe billions 
of dollars now poured into scientific research and development 
into improvements of marketing as well as production, the in- 
crease in efficiency should be reflectedinanincreased real income 
per family. This trend should continue upward, if the gains from 
technology are shared equitably between capital, labor, and the 
consumer. Such a trend is the healthy condition, of course, upon 
which the average family can make both long term as well as 
short term future commitments for housing, household furnishings, 
and other consumer durables. Technological change is not without 
its casualties and human suffering. Whole industries, such as 
anthracite coal or railways, can be hurt badly by more efficient 
competition and some can be doomed. Whole regions, such as 
New England’s leather and textiles, can be demonstrated by moves 
to more productive geographical locations. But the psychological 
consequence of increased productivity is optimism. Without 
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optimism, an increase in consumer demand for new and better 
things, especially those things purchased on credit, can not be 
sustained. 

The implications of an optimistic climate, stemming back ul- 
timately to increased efficiency of production and distribution, 
can be spelled out best when considered in the context of some 
other forces in our present society. Let us consider three of 
these trends—all of them dependent on, but not solely caused by, 
the increase in real income; one, the sheer growth in population, 
two, the redistribution of population geographically, three, the 
rising educational level. 

First, the sustained high birth rate since World War II, which 
accounts for most of our population surge, is something of a paradox. 
For there is every reason to believe that knowledge of contraception 
is more widely dispersed than ever before. Therefore, most of 
these babies must have been wanted and many of them explicitly 
planned for. Especially remarkable is the high birth rate in 
families of the better educated and white-collar folk. A generation 
ago, when efficient contraceptions were much less widely dis- 
seminated, a large family was, in middle class circles, prima 
facie evidence of ignorance. If you had more than two or three 
children, it was whispered that you probably did not know any 
better. Today, when contraception knowledge is taken for granted, 
four or five children are prima facie evidence that they are want- 
»d. Another child is purchased, as it were, instead of some item 
like a fur coat. Indeed, we may be entering a period when a 
fourth or fifth child is not only an item of consumption, but an item 
of conspicuous consumption, like a Cadillac, to keep up with or 
surpass the Joneses. 

From the standpoint of our economy as a whole, the addition 
of some three million consumers each year to feed, clothe, and 
educate is a healthy one, given the vast natural resources of the 
U.S. The baby born during World War II is only just beginning 
to have its effect on the marriage rate and new family formations— 
which will demand, in the next decade, further increases in new 
housing, new household furnishings, and before long even more 
new baby carriages and strollers. A population of 200 million 
in America obviously means an expanded market for all the 
staples of life. But let us not overlook the part that for the in- 
dividual family, each additional child is an investment which 
represents a substitute in expenditures for something else the 
family might have purchased. If the husband can do without 
quite so many suits of clothes, the wife can do without quite so 
many of the more expensive dresses, coats, and jewelry, if the 
family can cut the automobile cost by buying every fourth year 
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instead of every year—pressures will be heavy to do so, espe- 
cially if such economies can be made without any serious loss in 
social status. 

Even if the increase in real income per family is considerable, 
the sharpest gainers are likely to be the purveyors of commodities 
to children and of household commodities required by expanding 
families. At the same time, we must not overlook the increased 
number of people entering the period of retirement. Because of 
the decline of the birth rate in the later twenties and thirties, the 
number of people in the prime labor force ages will be no larger 
in the next decade than now, but the number of people over 65 will 
increase because they are the products of an earlier higher birth 
rate era. We will have a substantial bulge at the older end of the 
age distribution as well as the huge bulge in the younger age groups. 
In so far as savings and social security does not sustain these 
older people, an increased burden falls onthe main income earners 
who, as we have pointed out, will not sharply increase in numbers. 
This also can cut into some kinds of luxury purchases by members 
of the prime labor forces, who may be contributing something 
toward grandpa or grandma, directly, as well as indirectly 
through higher taxation. At the same time the purveyors of goods 
to older people, whether it be low cost Florida real estate or 
hearing aids, should have a lively market in the next decade. 

Fully as important as the total increase in population and its 
age composition in the next decade is its redistribution geograph- 
ically. America has always been on the move, but never so much 
as today. It is hard to over estimate the sheer importance of 
geographical mobility on the ethos of our people. Think fora 
moment what it means for a young couple to get married and set 
up housekeeping miles away from in-laws. In contrast with most 
European young people and for many of our own villagers in times 
past, the young couple shakes loose from the cold, clammy, grip 
of the older generation. They don’t have to ‘‘Kow-tow’’ to the tastes 
and habits of fossils like you and me, but can strike out on their own. 
If they like modern art and vodka martinis there is no mother-in- 
law around to cast a cold and disapprovingeye. In all seriousness, 
because mobility which weakens the bonds between generations and 
speeds up the acceptances of social change and of new consumer 
products, mobility is one of the dynamic forces in American life. 
It should increase, if anything in the decade ahead. 

Mobility also rewards the national advertiser and the large 
distributors whose brand franchise is nation-wide, at the expense 
of those with only a regional market who lose a customer forever 
when he moves away. 
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The most important types of mobility in the next decade seem 
very likely to be a continuation of what has been going on, such as 
moves to the West Coast, and to the Gulf Coast, moves away from 
the farms and villages, and especially to the great metropolitan 
centers which are merging into population agglomerations of a 
magnitude never seen before. Practically all of the net gain in the 
metropolitan cities, however, is in the suburbs and not the central 
cities. Were it not for the large continued migration of negros 
to the North, many of our northern central cities would show a very 
sharp drop in population. As industry moves from cities to the 
suburban ring, where it can take advantage of adequate space for 
efficient one-story factories, plenty of parking, good trucking 
access, and lower taxes; as huge shopping centers reduce the need 
of a trip downtown; many of our central cities in the next decade 
may be staring economic disaster in the face. A little face lifting 
will not be enough. How much the cities can recoup is a question 
which few of us now would venture to answer, in spite of heroic 
schemes of city planners. 

Since Suburbia is likely to become, tomorrow even more than 
today, almost the symbol of modern living, a few words may be 
appropriate about its social significance. Some of the satire 
directed at Suburbia may be justified, but some of it misses the 
mark. Unappetizing and dull as some of the mass-produced 
housing may be, the suburban home and especially the suburban 
kitchen is usually a far more efficient design for living than the 
homes of a generation earlier. And thanks especially to our 
national magazines addressed to the home and to women, taste in 
home furnishings is immeasurably higher than before. Gardening, 
which itself supports some major industries, has instilled in 
new millions a love for flowers, shrubs and beauty. Home owner- 
ship, as contrasted to living in an urban flat, also is associated 
with responsible local citizenship, and the suburb encourages 
participation in local churches, local parent-teacher associations, 
and other local civic organizations. The suburb is enhancing the 
responsibility of women. Wife and mother, housekeeper, chauffeur, 
shopper, gardener, civic participant—the suburban wife with small 
children has perhaps more numerous responsible roles simultan- 
eously than any women in history. No wonder that household 
gadgets and aids like prepared mixes and frozen foods to reduce 
her drudgery are so welcome. 

A criticism of Suburbia is that social pressures for conformity 
are too high. Let’s not overdo the criticism. Really, what is so 
wrong with keeping up with the Joneses? If a person paints his 
house more often and mows his lawn and plants rhododendrons 
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and roses because other people on his street do, is this bad? 
Maybe he gets to love his rhododendrons and roses and eventually 
enjoy them for their own sake and not just as imitative social 
necessities. So with most other things he buys, often stimulated 
by his neighbors, but which do add to the joy of living, at the same 
time, their mass production sustains whole industries. American 
taste is not necessarily thereby diminishing. 

Thus far, I have suggested some implications of the continuation 
in the next decade of the high birth rate and the population re- 
distribution. But there is one other basic trend which has important 
consumer implications. That is the rise in the educational levels 
of our population. 

What has been going on in the demand for education makes few 
headlines, but is one of the most revolutionary facts in modern 
American life. 

A generation ago only a minority of American youth graduated 
from high school and of these only a small percentage went on 
to finish college. By in large, these were the children of parents 
in fairly comfortable economic circumstances. Today, the impor- 
tance of secondary and college education for the average American 
youth, not just the more privileged few, has been enormously 
upgraded. The majority of our boys and girls now graduate from 
high school and the proportion that graduates goes up every year. 

What about college? College is of course taken for granted by 
your children and mine. In general, white collar parents expect 
this, and if their sons and daughters did not go to college it would 
be rather humiliating trying to explain to the neighbors that 
the kids were too dumb for college or that they have not been 
properly brought up! 

The big revolutionary change is in the fact that this same value 
system is taking hold of working class families, who, a generation 
ago, might have been surprised if their children finished high 
school. The differential by social class and occupation is still 
large. Working class children, especially the girls, are still much 
less likely to aim for college than others, but things are changing. 
First, the G. I. Bill set an example. Then the municipal colleges 
and universities began to burgeon with the enrollment of young 
people who could commute to school and evenhold jobs on the side. 
At the very top of the ability ladder, no boy or girl, however 
humble his origin, need in the next decade be deprived of a college 
education, regardless of means, thanks to programs like the 
National Merit Scholarships, to which industry has contributed 
generously. But these scholarship winners are from the highest 
5% or less. At high ability levels just below the top, scholarships 
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are still very inadequate, but there can be little doubt that the 
supply of these will vastly increase in the next decade, with the 
federal taxpayer probably footing the bill. At the same time, the 
counselling systems in our high schools, aided to some extent by 
federal funds, are gradually strengthening their programs to guide 
worthy pupils and, especially their parents, who being uneducated 
themselves may lack either the motivation or the know-how to 
keep their children on the academic path. 

This is not news to you, of course, but I wonder if we are study- 
ing carefully enough the consequences. Iam notnow speaking of the 
consequences to colleges and universities of which much has 
already been written. Nor am I speaking of the inevitably larger 
tax bite which will leave the average family a little less disposable 
income. Rather I am speaking of the consequences to the American 
value system in general and the consequences to the marketers of 
consumer goods in particular. Remember, that already the first 
swollen increments due to the past war birth rate are old enough 
to go to college, and that the percentage going to college is already 
increasing. As the result of my own studies of the aspirations of 
several thousand high school children, in all social classes, I 
believe that most projections of college demands for the next 
decades are under-estimates rather than over-estimates. 

But the point that I want to make here is to urge you, with 
respect to whatever product line you are concerned, to pay 
particular attention in your research and your planning to the 
effects of this educational revolution on the acceptance of your 
product or services. 

Actually, we have much less systematic information than we 
should have from our market research on what education does 
to consumer preferences, al fixed income levels., Assuredly, 
given two families with an $8,000 a year income, one in which 
either the husband and wife has gone to college and one in which 
neither have gone through high school, we would expect to find some 
marked differences in the things which buy satisfaction. The former 
is more likely to spend frugally and planfully, with a constant 
eye on the future of the children. One hardly has to ask which 
would be more likely to nurse along an old car, yet take the whole 
family on a long vacation trip to know American history better 
or even to visit Europe. Or which is more likely to spend money 
on book clubs and music, at the expense of the shiny and evanes- 
cent level—keeping down with the Joneses, at least some of the 
Joneses. One would not be surprised for at least some increase 
in reverse snobbery. 

In one confidential study in which I participated as a consultant 
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only a few weeks ago, dealing with a nationally distributed product 
which has barely held its own in the market, we found its purchas- 
ers positively correlated with family income~whence it should be 
increasing its market—but, at each income level its acceptance 
was negatively correlated with the educational level of the wife! 

In spite of the rising educational level, some of my academic 
colleagues have lamented the alleged stultifying influence of T.V. 
and paper backs and assert that American taste is actually de- 
generating. After watching a whole evening of television this 
sometimes seems plausible, I’ll admit, but I should like to ask 
when in the history of America more people have actually sat 
through operas and serious drama? More people on one night can 
and do see Shakespeare than ever saw him in all legitimate stage 
performances on Broadway since the country began. If taste 
is degenerating, how do you account for the thirst for classical 
music, attested in sales of stereophonic records and tapes? And 
how do you account for the evidence of readership of serious cul- 
tural stuff in our great magazines of mass circulation like Life, 
Look, the Post, Readev’s Digest? 

The educational process is never very efficient and it leaves 
some students cold as well as turning out some educated fools. 
But by the close of the decade of the sixties we shall have made 
some giant strides which will have an irreversible impact upon 
the American market for consumer goods. The least I suggest 
we must do now is to put education of husband—and possibly even 
more importantly, education of the wife—as an explicit sorting 
variable, along with age and income, in every market research 
survey we make from now on. 

What I have sought to do this afternoon is to examine some of 
the social implications, especially for consumption in the decade 
ahead, of the growth in population, the redistribution in population, 
and the phenomenal upgrading of the educational level. 

If we are vouchsafed the escape from the catastrophes of global 
war or disastrous recession or inflation, there is good reason to 
think that these trends described will continue and that some of them 
even will accelerate. Their implications challenge the ingenuity 
of the best minds in American industry. The social consequences 
which spell peril to some spell opportunity to others. But the 
responsibility transcends over our own job or our own industry. 
On the wisdom and industrial statesmanship of management 
adaptability to change, our whole economy depends. And success- 
ful adaptability is the beacon of hope in all the troubled, un- 
committed world. 
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BREAKTHROUGHS IN MAIL MARKETING 


Wilson Prophet* 


Mail Marketing will be the Major New 
Selling Medium of the ’60’s. 


Y combining the subject of this afternoon’s discussion with 
the key-note phrase for this entire conference, we have a 
statement running something like: 


“Reaching the consumer, . .a marketing key 
to profits in the 1960’s.’’ 


It is particularly appropriate to be discussing ‘‘breakthroughs 
in mail marketing’’ within the context of ‘‘reaching the consumer’’ 
and ‘‘marketing keys to profits’’, because, of today’s techniques 
for reaching the consumer, none can command the attention of so 
many. . .and none is so closely related to the profit picture as the 
new selling tool we call Mail Marketing. 

It is because the consumer market can now be penetrated so 
deeply through mail, and because techniques are being perfected 
for measuring the effects of such penetrating promotions in 
terms of profit that we can talk about “breakthroughs in mail 
marketing.’’ 

To understand what we mean by the term “Mail Marketing,’’ 
let’s take a moment to consider the characteristics of the ideal 
marketing tool for developing maximum profitable sales of a con- 
sumer product with broad appeal. First on the list must be 
coverage—some practical means of reaching the entire potential 
market without wasteful duplication. Following close on the heels 
of coverage comes /lexibility, which in this context means the 
ability to select markets within markets and to direct specific 
sales appeals to the most profitable segments of the total market 
precisely when you want to reach these prospects and in the format 
best suited to accomplish your purpose. 

Of increasing importance in the minds of today’s marketing 


*Wilson B. Prophet, Vice President, O. E. McIntyre, Incorporated. 


186 


20 


BREAKTHROUGH IN MAIL MARKETING 187 


management is another characteristic, measurability—a_ fool- 
proof ‘‘feedback’’ system that will facilitate precise measurement 
of results in terms of profitability at varying levels of volume and 
intensity of promotion. 

Today a handful of prominent manufacturers are operating 
large-scale Mail Marketing programs and achieving remarkable 
results, because mail is one method of reaching and selling 
volume consumer markets that rates high against this list of 
ideal characteristics. Because of the success these manufacturers 
are experiencing with scientific volume mail programs today, 
it is safe to predict major breakthroughs in mail marketing in 
the 1960’s. 

The decade of the ’50s has seen scores of manufacturers 
in these industries learn how to employ the phenomenon of tele- 
vision to sell their major markets. The decade of the ’60s will 
see the scientific use of measurable mail added to the arsenal of 
major consumer sales techniques. You will see our nation’s 
foremost mass marketers employing this new weapon in volume 
to penetrate their exploding markets to the maximum depth that 
can be profitably sold. 


How Mail Marketing will Close the Gap in the 
Selling Process. 


Marketing research has made considerable progress during 
the ’50s in determining statistical characteristics, buying habits 
and motivations of consumers. Many manufacturers have devel- 
oped elaborate profiles in an attempt to precisely define their 
markets in terms of which individual families have bought their 
products. The major media, particularly the large-circulation 
magazines, have made significant strides in defining social and 
economic characteristics of their audiences. 

The decade of the ’50s has also seen considerable effort put 
into attempts to measure the effectiveness of advertising and 
promotion. ‘‘Number of sets tuned in’’. . .‘‘remembered having 
seen’’, . .motivation studies, store audits, before and after sur- 
veys, and comparative regional market testing of new products 
or new campaigns—all these and many others have been the day- 
to-day tools of marketing management during the ’50s. 

This data has helped to determine which media can be used 
most effectively in marketing a particular product. But even 
cursory studies of consumer needs and ability to buy compared 
with actual purchases indicates that many manufacturers and some 
entire industries are missing or under-promoting important 
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parts of their changing markets, while pounding away at other 
segments past the point of profitable returns. Selling the full 
potential with maximum profitability in the explosive ’60s will 
require new, more precise measurements that place more em- 
phasis on current and future consumer actions rather than past 
buying habits. 

How can a manufacturer most effectively reach and move 
to buying action the maximum number of his potential customers? 
Or, putting it another way, how can he be sure he is reaching and 
selling all segments of the market that can be sold at a satis- 
factory profit? 

How can he figure how much it costs to sell different segments 
of his total market? 

How can the mass marketer relate profitability to frequency 
and type of contact with his customers and prospects? 

And how can he segregate his market into reachable segments 
that respond uniformly, and then relate what he is taking in from 
each group to what he is investing in each? 

These and many others—all related to selling maximum volume 
with maximum profits—are the kinds of questions marketing 
management must answer during the ’60s. 

Today, through Mail Marketing, a handful of companies are 
developing new answers to questions like these and thereby 
closing gaps that have existed in the marketing approaches. 

In the ’60s, Mail Marketing will permit many others to start 
measuring the net return from a planned promotional effort as 
closely as a contemplated investment in machine tools. By re- 
lating who is currently buying his product and who is most re- 
Sponsive to a particular sales appeal to tens of thousands of 
selected groups with similar characteristics, the marketer will 
then focus the selling power of mail on different segments of the 
total market with varying degrees of intensity, depending on the 
profitability of each segment. 


Mail Marketing will Apply the Benefits of Automation to 
Mass Distribution of Hard Goods in the 1960s. 


During the 1950s automation became a reality in production. 
By increasing the productivity of the individual workers it has 
helped hold down prices despite wage inflation. 

Now, as a marketing-oriented approach replaces the trad- 
itional production-oriented thinking of the hard-goods manufact- 
urer, he is looking for ways to apply automation to distribution. 

Mail marketing will be an important factor in achieving this 
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goal. Through electronically processed mail prospecting, a mark- 
eter will be able to locate and identify live prospects before a 
live salesman’s time is invested. He will be able to identify 
current prospects not only by the common economic and social 
criteria of the ’50s, but by degree of current interest, probable 
size of purchase, renewal or resale rate, credit risk, and so 
forth, 

In the 750s, communicating with prospects by mail has largely 
been thought of in terms of lists, ranging from ‘‘occupant’’ lists 
which cover virtually everybody, to the hundreds of specialized 
lists of people who have at some time responded to somebody’s 
offer or are known to have purchased something in the past. In 
the ’60s, mail marketing will provide undreamed-of flexibility, 
in terms of meeting the sales needs of manufacturers. Rather 
than the traditional ‘‘lists,’’ the manufacturer will be mailing 
tailor-made markets of millions of live prospects—markets that 
will continuously be changed as current results uncover new 
consumer response and sales patterns. 

Especially in this area of ‘‘considered purchase’’ products, 
creative mail and high-speed, low-cost, large-volume machines 
will locate and motivate current prospective buyers within a 
product’s potential market on a continuing basis. Thus both 
outside and instore salesmen will be more productive by spending 
a higher percentage of their time closing business with live pros- 
pects, rather than talking with ‘‘suspects.’’ 

Today, punch card systems involving multiple passes of tens 
of millions of cards are already starting to lower distribution 
costs for some hard-goods manufacturers by automating steps 
in the selling process. New markets that can be promoted pro- 
fitably are being uncovered through large-scale, measurable- 
result mailings designed to bring retail salesmen and live pros- 
pects face to face, under ideal conditions for a sales close. In 
the ’60s, we will see this process involve electronic computers, 
magnetic tape, high-speed printers, and a host of other new 
techniques that will speed up and broaden these operations to the 
point where hard-goods manufacturers by the hundreds will be 
employing scientific mail marketing techniques to sell their 
markets with increased efficiency and profits. 
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Mail Marketing Will Segment the Mass Markets of Pack- 
aged Goods Distributors into Hundreds of Precisely De- 
fined Selective Groups. 


No group is more aware of how the American market has 
been exploding during the 1950s than packaged goods manufactur- 
ers. During the 1950s, average yearly family income has risen 
from around $4,000 to almost $6,000 — in fact, to $7,000 today 
in urban areas. Tens of millions of new families have become 
buyers of a vast array of packaged products that didn’t exist or 
formerly were purchased only by the few. 

It’s not surprising, then, that the emphasis in packaged goods 
marketing has been on mass distribution—supermarkets, major 
chain distribution, mass circulation, saturation coverage, and 
lowest cost per thousand have been phrases on everyone’s tongue. 
New users at anypricehas attractedmore attention than promoting 
repeat purchases and increased product consumption by present 
users. 

In the 1960s, the big change for many of these marketers will 
be to selective marketing within the mass market. Package 
goods manufacturers are already seeking precise definitions of 
their most profitable markets and practical ways to concentrate 
more promotional dollars on such groups. Even today it’s possible 
to assign different values to consumer groups by studying redemp- 
tions resulting from mail couponing. In the ’60s, sharpening of 
these techniques will enable packaged goods manufacturers to 
double and triple the profit-ability of their mailings by eliminating 
marginal and subnormal segments of the mass market and con- 
centrating additional promotion on the most productive portions 
of the market. 

This growing knowledge about markets within markets will 
results in the ability to predict sales patterns and profit per- 
centages at different levels of volume with slide rule accuracy 
based on relatively small cross-sectional tests. The use of 
Mail Marketing in the ’60s to test variables such as price, pack- 
aging and sales appeals as well as the relative responsiveness of 
various segments of the market will enable a package goods 
manufacturer marketing a new product to know precisely what 
will happen profitwise at varying levels of promotion before he 
moves on a broad scale. 

Today, for example, consumer families with telephones who 
control 85 per cent of the purchasing power are on punched cards. 
These cards can be segmented on a neighborhood or community 
basis by income, educational level, average equivalent rental 
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value, and per cent of home ownership. On an individual family 
basis, they can be segmented by type of dwelling unit, sex of 
head of household and length of residence at present dwelling. 
Correlation studies of consumer response involving combinations 
of these factors demonstrate startling differences in profita- 
bility—even for products traditionally considered to have a truly 
mass appeal. 

As the data from the 1960 census becomes available and the 
consumer market, family by family, is committed to the new com- 
puters, a whole new world of selective mail marketing will be 
born. More socio-economic characteristics will be available in 
greater detail for many more areas of the country. It will be 
practical to work with smaller units, thereby sharpening the 
ability of mail marketers to use selectivity productively. It will 
even become practical to study and select or eliminate from a pro- 
motion individual families based, for example, on the stage of 
life they are in. From their first appearance as a telephone sub- 
scriber anywhere in the country, families will be followed closely 
so that at any given moment their value as potential customers for 
a given product or service can be determined on the basis of their 
present stage in the life cycle. 

It will even be possible to predict—with an excellent chance of 
being correct—that the individual consumer will stay put for about 
fifteen years, at which time he or his widow can be expected 
to show up at a multiple family dwelling closer to the center of 
town (children leaving home). If his company transfers him 
before this happens, the machines will follow him to the ‘‘Rye’’ 
of his new area, and will automatically be classified in a special 
“upward mobile’’, company executive category. 

Even if a consumer gets out of step in living out his life 
according to the ‘‘normal’’ pattern, enough others like him will 
follow the expected course to permit knowledgeable selection 
with a high degree of accuracy for anyone selling a product or 
service to the consumer market. 


Mail Marketing Will Go International. 


As the world becomes smaller, mail marketing will become 
an ideal method of covering it and selling it. The problem of 
reaching prospects is more difficult in foreign markets than in 
our own because there are fewer available media to reach them, 
and fewer market and media statistics on which to base selection. 
In the 1960s, you will see mail marketing develop as a new tool 
for international marketing. 
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A network of marketing and mailing plants in strategic centers 
around the globe will measure and select markets, test them, 
and reach them for couponing, sampling, prospecting, or mail 
order selling. 


Companies Specializing in Mail Marketing will be Called 
in at the Early Planning Stages of a Sales Campaign. 


During the 1950s, direct mail contributed more to the market- 
ing process than it had since Sears, Roebuck built a merchand- 
ising empire with mail. The problem-solving, measured result 
principles of mail order, plus the talents of modern market res- 
earch people, plus the magic of data processing and business 
machines, has created a new source of strategic information for 
marketers that can be used as an important input to development 
of an entire selling campaign. 

In the ’60s, it will become commonplace for marketers shaping 
a sales campaign to call on the mail marketing specialist during 
the early planning stages. He will be a unique source of market- 
ing research data as well as a source for defining and promoting 
on a measurable basis the maximum number of consumers who 
can be sold profitably. 

Mail marketing knowledge will become widely recognized as 
a valuable commodity. Seasoned marketing men as well as am- 
bitious young men seeking a career in marketing will be drawn 
to this area because of the unique opportunities it offers to in- 
crease a product’s sales and profits through modern mail tech- 
niques, 


TELEVISION AS A SELECTIVE MEDIUM 


Leon Arons* 


OME of you may not be too familiar with the Television Bureau 

of Advertising and what it does. Let me take a moment to tell 
you that it is the media bureau for the youngest of the popular 
media, and probably the most pervasive, — television. Our 
members are television stations, the three networks, and station 
representative organizations. We now have some members in 
England, Australia and Canada as well. Our general function is 
to encourage greater and more effective advertising use of 
television. We do this largely through use of the results of both 
short and long term research, carried out by independent re- 
search organizations. We work with advertisers and their agencies, 
as well as provide our members with various services. We 
like to think that we carry out our partisan activities in a non- 
partisan manner. Our staff numbers about three dozen people. 
We are headquartered in New York, and have branch offices in 
San Francisco and now, Chicago. 

As advertisers and marketers you use the popular media to 
hitchhike messages to the consumer. As sellers of space and 
time, the individual media furnish information to aid advertisers 
in making media decisions, and to encourage more effective use 
of individual media. Such information all too frequently is of a 
bookkeeping kind. Moreover, each measure used by a medium 
has its own background and development in relation to the opera- 
ting problems of the medium and in response to competitive 
pressures. As a result, while a sizable body of information has 
been built up for each medium, the value of much of it is drast- 
ically limited because the individual measures do not lend them- 
selves to making valid comparisons between media. 

What is little better is that most of these measures are large- 
ly inferential—they are not direct measures of exposure to 
advertising as such, done on a common base of all people. ABC 
circulation, for example, certainly was a breakthrough in the 
early days. It told an advertiser that he had a better chance of 
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reaching people with a publication who circulation was 500,000 
than with one whose circulation was 10,000. He still didn’t 
have much idea as to the extent to which he could expect people 
to be exposed to his own advertising. On the other hand, in those 
days there were fewer different media; marketing and advertising 
were less complex. In those days little more was needed than 
audited circulation. 

With today’s complexities of economic and social organization; 
the greatly increased tempo of production, distribution and com- 
munication; the tremendous competition for the consumer’s time 
and money—many of these measures clearly are archaic. They 
are much too gross. They do not provide us with what we need for 
intelligent planning and use of today’s complex media, in a world 
which has changed so radically. 

It is heartening that there now is definite concern in certain 
circles with the need for developing more direct measures of 
establishing communications contact with people—done on the basis 
of all people so that at least a beginning can be made in meaning- 
ful intermedia comparisons. Why shouldn’t advertisers have a 
reasonably direct and precise measure of communications contact 
expectations—for openers? Perhaps our techniques will be suf- 
ficiently developed so that in dealing with the key area of in- 
forming and persuading the consumer in the 1960’s, we finally 
will have realistic measures of the extent to which we can expect 
to establish communications contact with consumers, through 
our advertising. 

The development of appropriate measures of this kind, in 
itself will not solve all problems, since obviously we must be 
concerned with the effects upon the consumer resulting from 
this establishing of communications contact. There are research 
developments which have wide implications for media use, both 
as they relate to the establishing of contact with the consumer and 
to informing and persuading him. It is becoming increasingly 
clear that for the consumer each medium has a character of its 
own; that each medium has its own contribution to make in com- 
municating. Media are not neutral carriers of messages. A 
magazine is not a newspaper on slick paper; nor is television, 
radio with pictures. A recent Television Bureau study of the 
dynamics of mass media, for example, indicates that the con- 
sumer takes differing patterns of personal values and meanings 
from individual media; that he uses the media differently. More- 
over, he tends to perceive advertising in a given medium, within 
this value—meaning— use framework, and he is more apt to accept 
advertising which is in keeping with his expectations. In other 
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words, each medium is selective in terms of how the consumer 
will approach it and its advertising. This is one important yet 
infrequently referred to aspect of the ‘“‘selectivity’’ of media, 
Arrangements are in process for publication of a complete report 
of this study. A film report, titled E-Motion, is already available 
from the Bureau. 

The field of communications research in recent years has under- 
gone marked change in approach. Ina speech to the Visual Work- 
shop of the U. S. Department of Agriculture several months ago, 
Dr. C. R. Carpenter of Penn State University discussed some of 
the revolutionary changes during the past ten years in conceptions 
of the nature of the revolutionary changes during the past ten years 
in conceptions of communication processes. He pointed out that 
1940 conceptions of communication being a one-directional, nar- 
row band or single channel flow of information has been radically 
changed. Instead, he states, 


We now think of fields of information, interacting systems 
of information, and in turn, the interactions of these 
varied systems of information with persons. By way 
of summary of changes, he points out that our approach 
to communications has become ‘‘more personalistic, 
more organic, and less mechanical and mechanistic than 
was the case in 1940. The person has come to occupy 
a central, though rather unpredictable place, in the 
complex order of communication processes andactivities. 


More of us are coming to realize that people accept, reject, 
change, ignore—what we present to them as communication. To 
paraphrase Dr. Carpenter a bit, we can feed messages into a 
communications network, but we can’t be sure what the individual 
will do with the messages—if anything. 

That the consumer should occupy a central position in the 
communications process is particularly significant because in the 
marketing process the consumer also is central. Thus, the 
consumer is key to both communications and marketing, all of 
our mass activities notwithstanding. 

Let’s take a further step and look at purchase conceived as 
a process: the development of interest in a product; setting off 
of shopping behavior; modifying attitudes; and exerting pressure for 
repurchase. If we know more about purchase as a process, we 
will be in a better position to understand where marketing, ad- 
vertising, and media fit. In our media dynamics study we did 
some exploration which suggests rather sharply that people use 
advertising in each medium differently in relation to the various 
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stages of the purchase process. Apparently because of the way 
people use media and the values they take, advertising in certain 
media appears to be more effective in developing original interest 
in a product or service. Or again, television advertising seems 
to have a_ broader range of application in relation to the different 
stages of purchase, than do the other media. Here again we have 
another avenue for viewing media selectivity, —an aspect which 
deserves much more research. 

I think I have said enough to indicate that reaching the consumer 
in the 1960’s may present problems which are somewhat beyond 
the use of a slide rule and the old-time numbers. I think, too, 
that few panaceas or pat formulas are in prospect for meeting 
these problems. 

The medium of television, for one, has on hand now and is de- 
veloping further, many tools which should prove useful. I have 
here some results from a study on television viewing habits, soon 
to be released for general distribution, which treat further aspects 
of television as a selective medium. 

This audience study considers two factors related to audience 
selection: the time of day during which the telecasting occurs; 
and the type of program. Audience levels for men, women, teen- 
agers and children are given separately for individual half-hour 
periods, from early morning until midnight. Average audience 
levels also are shown for various types of program, both network 
and local. The rate at which audience accumulates for each 
population segment, i.e., the number of different persons reached, 
also is included. The results themselves are shown in terms of 
the total number of people in each population segment in the U.S. 
who view at a particular time, or view a particular type of pro- 
gram. In addition, the data appear as a per cent of all people 
in the U, S, in the population segment being considered, irre- 
spective of whether their households are equipped with television, 
thus providing another dimension usually not available from 
ratings reports. All the results are for an average day. 

This means then that we have information on who can be 
reached when— from the half-hour by half-hour periods, and the 
day part accumulations. Also, we have a pretty good idea of what 
proportion of all men in the U.S. (and so on) we are reaching; what 
proportion we reach on the average with a particular type of pro- 
gram; etc. The results are from special studies conducted for the 
Bureau by the A.C, Nielsen Company, and Pulse. Full details will 
appear in the published study which will be released shortly. 

Let me show you some of the results. People view televisioa 
throughout the day but in varying numbers, apparently reflecting 
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their living habits. The relation to living habits becomes more 
evident when these viewing habits are looked at separately for 
each population segment. 

You should know that the number of women viewing television 
during any one half-hour period tends to increase as the day 
progresses. There is a sharp increase in number from 6:00 P.M. 
to 6:30 P. M., and from then on the number climbs steadily, so 
that for the period between 8:00 P. M. and 9:30 P. M., over 28 
million women watch television during any one of these three 
half-hours on an average evening. 

You should know too, a certain similarity inthe patterns of men 
and teen-agers, except for the period from 3:09 P.M. until ap- 
proximately 6:00 P.M. It may be presumed that this difference 
corresponds generally with the differences in time that school 
and work “‘let out.’’ 

There are large differences in the total number of men, women, 
teen-agers and children in the total population. By way of example, 
a higher proportion of all children in the U. S. view during day- 
time hours, although numerically the actual number is smaller 
than for adult viewers, for most of this period. 

The number of people who view television during any particular 
half-hour of the day, of course, varies. As the day goes on, more 
and more different people have spent at least some time watching 
television that day. In other words, the audience can be said to 
accumulate. 

The rates at which audiences accumulate vary from population 
segment to population segment. Women accumulate at amore even 
rate and reach a total of 44.1 million at the end of the average day, 
for that day. On the other hand, as you might expect, the accumul- 
ation of different men viewing television is slower during the day 
but jumps in the evening. 

Some observations—by noon, almost half of ali U.S. children 
have already watched television that day. By 6:00 P.M., about 
half of all U. S. women have watched television that day. In 
number, of course, more women have been watching by that time 
than children, since numerically there are many more women than 
children in the U.S. 

One other observation: by 6:00 P.M. over half of all people 
in the U.S., four years old or more, have watched television that 
day. 

Between 6:09 P.M. and 7:30 P.M. on an average evening, 82 
per cent of all children in the U.S. watch television. And yet, 
men and women together constitute 61 per cent of all people 
watching during that time period. 
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Almost everyone watches television during an average day; 
yet during most periods the television audience is predominately 
adults. It is the universality of television as a medium, together 
with the higher proportion of adults in the total population, which 
makes it possible for the medium to have a predominately adult 
audience, yet reach virtually all teen-agers and childrenin the U.S. 
on an average day. 

For program type in relation to audience selection, our re- 
sults have been assembled separately for network and local 
programs, by broad day parts. When program types are listed 
in rank order of popularity (i.e. average audience size) within 
each population segment, some definite patterning seems to emerge. 
Certain types seem very popular with every population segment. 
A good illustration here is network Western drama. Other types 
seem relatively more important to certain segments. For ex- 
ample, network situation comedies while quite popular generally, 
rank relatively higher with teen-agers, 

Information on who watches when and what, thus, can be useful 
for problems involving audience selection. Naturally, there are 
characteristics other than those used in our analysis, which also 
can be helpful—things like income, education, etc. The present 
study is a first step. 

Other characteristics also should prove significant, particularly 
those defined in more nearly psychological and social terms. 
Exploratory work along these lines being conducted by a Bureau 
member, suggests some exciting possibilities. Much remains to 
be done. 

However, it cannot be stated too strongly that audience character- 
istics and specifications must be tied to advertising and marketing 
requirements. Little real contribution to total marketing effect- 
iveness will be made by such audience information, unless market- 
ers and advertisers determine rather carefully the audience specif- 
ications essential to their products or services. 

Let us now turn briefly to some other aspects of selectivity 
in the use of television as an advertising medium. One very 
obvious one is the instance in which geographic considerations 
are important. Spot television, the scheduling of television ad- 
vertising on a market-by-market basis, makes it possible to 
pinpoint advertising pressure in accordance with marketing needs. 

A somewhat different approach to selectivity is involved in 
relating television viewing habits to market potentials for specific 
goods or services. We have been doing such studies for quite 
some time now, by securing market information and television 
viewing habits on the same cross-section of people. 
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Some time ago we did a study through Pulse, using a national 
sample, during the course of which we secured considerable 
information on the characteristics of the household and its mem- 
bers, purchase anticipated of certain kinds of goods, their owner- 
ship of major appliances, and consumption of frozen foods within 
a weekly period. At the same time we secured information on the 
use of newspapers and of television by individual household 
members, utilizing parallel definitions for both media. Having 
consumption data, we were able to arrange households in rank 
order of importance, and then take the upper half as heavy consum- 
ing homes and the lower half as light consuming homes. In many 
instances the heavy consuming half accounted for at least twice 
as much consumption as the light consuming half. The value of the 
heavy consuming household thus becomes rather obvious. 

We have used this markets-media approach in other ways. We 
arranged with the A. C. Nielsen Company to secure market in- 
formation on all households in their full national television- 
radio audimeter panel. Such information includes car ownership, 
number of miles panel members drive their cars; consumption of 
cigarettes, facial tissues, margarine, toilet soaps, prepared 
puddings and desserts, coffee, etc. We were then ina position 
to relate this market information to television viewing data. 

Let me first give you an instance of selective television ad- 
vertising pressure with respect to the ‘‘age of the household’”’ 
as defined by the age of the housewife. Younger households, the 
housewife under the age of 35, are especially good customers for 
many products. Thus, in the case of the market for deodorant 
soaps, these younger households which account for 22 per cent of 
all U. S. homes, are responsible for 26 per cent of the market 
for deodorant soaps. At the same time these households do 29 per 
cent of television viewing, as defined by hours of set usage. 

This of course is more general kind of application. Since 
each Nielsen home card has market information punched in, it 
is possible to be much more specific. We can determine the share 
of market represented by households whose members view a 
particular spot schedule, program, or combination. 

This facility is available to advertisers and marketers for 
special analysis. Some advertisers have taken advantage of this 
service. On the whole, however, we have been somewhat sur- 
prised at the slowness of response in taking advantage of these 
facilities. Does this mean that inter-relations of market and 
media specifications have little value to marketers and adver- 
tisers? We don’t know. We do know, however, that television 
can furnish a tremendous amount of information on a very broad 
front. We can give you information on the frequency of reaching 
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people, for example, etc. What is anoptimum frequency for carry- 
ing out your marketing strategy? 

It seems to me that as deeper understandings are developed 
concerning the process of informing and persuading people through 
mass media communication, both advertisers and media will better 
be able to meet their common goals. This, however, will require 
active participation on the part of all concerned. Let me conclude 
by saying that for our part we are so convinced of the importance 
of developing these deeper understandings, that in cooperation 
with a major university we have instituted a program of basic 
research on the nature of the communication processes. 


= 


BRAND LOYALTY AND STORE 
LOYALTY INTERRELATION SHIPS 


Ross M. Cunningham* 


ETAILED knowledge of consumer buying behavior can con- 

tribute both to better planning of marketing strategy and 
tactics and eventually to the formulation of a theory of consumer 
decision making. On a very modest scale, I have been approaching 
a better understanding of buying behavior through the twin roads 
of brand loyalty and store loyalty measurement and analysis. The 
studies have been focussed upon frequently purchased convenience 
goods in food stores. 

The research program consists of three phases, the first and 
second of which are essentially completed with the third scheduled 
to start this fall. Phase I consisted of developing and applying 
measures of brand loyalty for seven products over a three year 
period—toilet soap, scouring cleanser, regular coffee, canned peas, 
margarine, frozen orange juice and headache tablets.! Phase II 
has concentrated upon store loyalty measurements and the inter- 
relations of brand loyalty and store loyalty, with particular atten- 
tion to private brands. Phase III will be an exploratory investiga- 
tion into the motivational forces associated with various patterns 
of brand and store loyal behavior. It will build on the foundation of 
‘‘what’’ of buying behavior developed in the first two studies. 

Financial support for the program has been provided by the 
Sloan Research Fund at the School of Industrial Management, 
M.I.T. The basic data utilized have consisted of tabulating cards 
and weekly purchase diaries prepared by families in the consumer 
purchase panel operated by the Chicago Tribune in Metropolitan 


*Ross M. Cunningham, School of Industrial Management, Massachusetts Insti- 
tute of Technology. 


1. Ross M. Cunningham,‘*‘Brand Loyalty - What, Where, How Much?’’, Harvard 
Business Review, Jan.-Feb., 1956, pp. 116-128. Also, ‘‘Measurement of Brand 
Loyalty,’’ Proceedings of 37th National Conference of the American Marketing 
Association, December, 1955. 
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Chicago. For each item purchased, these 700 housewives enter in 
the diary the date, product, brand, size of package, price, quantity 
purchased, and store in which the purchase was made. Pierre 
Martineau, Director of Research at the Chicago Tribune, has co- 
operated in making these materials available to me at out-of- 
pocket cost. 

A very quick review of brand and store loyalty measurement 
methods and of the conclusions of Phase I is desirable before pre- 
senting Phase II material. Exhibit 1 illustrates the measurement 


EXHIBIT 1 
Brand Loyalty and Store Loyalty Measurement 


BRAND LOYALTY 


Single Dual Triple 
Brand Brand Brand 


Maxwell House 20 lbs. 
Hills Brothers 12 
Royal Jewel 4 
Webb 2 
Chase and Sanborn 2 


Total 40 lbs. 100% 
STORE LOYALTY 


Two methods’ (1) Total food store purchases - $ 
(2) Product class purchases - units 


Single Dual Triple 


Store Store Store 
Kroger $549 54.9% 
A&P 259 25.9 
Joe’s Market 140 14.0 
All other stores _52 5.2 
Total $1,000 100.0% 


methods for brand loyalty from a hypothetical example of a family 
buying 40 lbs. of coffee over a year’s period. Single brand loyalty 
is measured by the per cent of total purchases represented by the 
largest single brand, which in this case is 50.0 or Maxwell House. 
Dual brand loyalty consists of the two largest brands or 80.0, while 
triple brand loyalty represents the three largest brands or 90.0. 


50% —{_50.0 
10 ——— [| 90.0] 
5 
= 5 


BRAND AND STORE LOYALITY 203 


Similarly, single, dual and triple store loyalties are measured 
by the per cent of total purchases represented by the first store, 
by the first two stores and by the first three stores. Here, how- 
ever, the measurement can be of two types (1) total food store 
purchases as is the case in the example given or (2) purchases of 
a particular product class. The analyses presented in this paper 
are based on total food store purchases, omitting liquor purchases. 

This measurement approach is based upon a ‘“‘share of market’’ 
concept for family purchases made during some specified period 
of time. The primary interest of a brand owner or store operator 
is in the fraction of total purchases which he secures from a cus- 
tomer rather than in the number of switches or particular time 
patterns of runs which occur within the period. Brand market 
share and store market share are derived readily from consumer 
purchase panel data, permit statistical treatment and do not rely 
upon subjective judgment. 

It is also important in thinking about brand and store loyalty to 
remember that the measurement is necessarily in terms of indi- 
vidual buyers and their families. Thus the manufacturer or re- 
tailer must think of market segments of varying loyalty behavior 
rather than the aggregate volume of his brand or store sales. I 
find that it is not easy for many executives to make this transition, 
especially since knowledge of the distribution of their sales among 
various market segments would usually require special data- 
gathering efforts. 

The conclusions of Phase I which concentrated on brand loyalty 
measurements can be quickly summarized as follows: 


1. There is a wide spectrum of single brand loyalty in each of 
the seven products ranging from the high 80’s or 90’s down to the 
20’s. Variations in these ranges between products are present but 
are not large. 

2. Secondary brand loyalties exist which add from 12 to 25 
points to yield a dual brand measurement and tertiary loyalties 
add another five to 12 points. 

3. While there are families with higher (and lower) average 
brand loyalties over the seven products than can be explained on a 
chance basis, this loyalty-prone tendency is not strong enough to 
hold much promise for effective implementation into marketing 
strategy. 

4. Deals have relatively little effect upon high loyalty buyers 
and tend to be concentrated among those with low brand loyalty 
ratings. 
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5. Consumption rates and socio-economic characteristics ap- 
pear to have little if any relation to brand loyalty. 

6. There is some indication that store loyalty might be corre- 
lated with brand loyalty. 


The indication that store loyalty and brand loyalty were in some 
fashion interrelated led me to undertake the present study. It 
seemed reasonable to suppose that a more fundamental under- 
standing of purchasing behavior with respect to brand loyalty 
might be gained by viewing it against the overall background of 
store shopping patterns. Intuitively, it seemed possible that the 
forces governing store loyalty might be more compelling than the 
forces governing brand loyalty purchasing behavior. If so, then 
the environmental conditions within the stores regularly patronized 
would have some degree of restrictive effect upon complete free- 
dom of brand choice. The assortment of brands available in each 
store and the policies followed in promoting manufacturers brands 
versus their own private brands could be important factors. Fur- 
thermore, the concentration of total purchases in particular stores 
could be important and it was hypothesized that families with high 
single store loyalty ratings would be likely to have more of their 
single brand loyalties among the private brands of that store than 
families with low single store loyalty ratings. 

It was decided to undertake intensive analysis of 50 families 
for the year 1956 by analyzing all majorclasses of products bought 
in food stores in contrast to picking selected product groups. A 
substantial amount of product and brand analysis was carried out, 
however, in 18 product fields where private brands were impor- 
tant? Concurrently the decision was made to develop complete in- 
formation on all stores at which any purchases were made during 
the year so that a complete overlay of broad product groups, indi- 
vidual products, brands and stores could be achieved. It was nec- 
essary as a result to set up codes for about 200 product classes in 
addition to the 70 or so regularly coded by the Chicago Tribune 
and to enter these codes where appropriate on each of the 2600 
weekly diaries, preparatory to card punching. It was also nec- 
essary to identify separately the stores which were grouped under 
the classification of ‘‘independent.’’ This required new codes for 
about 700 stores or an average of 14 independents per family. 


2. These products were white bread, regular coffee, butter, margarine, frozen 
vegetables, canned peaches, canned peas, instant coffee, tea, all-purpose flour, veg- 
etable shortening, salad dressing, canned spaghetti, canned pineapple, canned fruit 
cocktail, frozen juices, canned corn, and canned tuna and bonita. 


or 


BRAND AND STORE LOYALITY 205 


The final deck of cards, each representing a product purchased 
at one store, totalled 96,000 and was sorted and tabulated to yield 
various types of data. The vast amounts of painstaking work which 
this required would never have '‘een completed but for the excel- 
lent assistance of Mrs. Elain Andrews, who was my Technical 
Assistant. 

The 50 families studied were chosen from the total panel of 
over 700 families by means of a simple random sample. The rep- 
resentativeness of this saniple with respect to brand share esti- 
mates as compared with the total panel was checxed for seven dif- 
ferent products and 11 leading brands in each product class. The 
resulting correlation coefficients are shown in Exhibit 2. Five of 


EXHIBIT 2 
Comparison Between Brand Shares of 50 Family Group 
and Entire Panel for 11 Leading Brands in 1956 
- Seven Selected Products - 


Correlation 
Coefficient 


Product 
Canned Corn 91 
Canned Fruit Cocktail 91 
Vegetable Shortening 91 
Canned Peaches .90 
Regular Coffee .89 
White Bread 
Margarine .68 


the seven coefficients are .89 or above. White bread is .79 and 
margarine is the lowest with .68. 

I shall present first several tables covering the various types 
of store loyalty measurements which have been completed to date 
and then turn to the topic of store loyalty and brand loyalty inter- 
relationships. 


Measurements of Store Loyalty 


Single store loyalty figures and the number of stores shopped 
during the year for each of the 50 families are shown in Exhibit 3. 
This table and all others presented are based upon total food store 
purchases aS a measure of store loyalty. Measurements ona 


| 

| 


206 MARKETING KEYS TO PROFITS IN THE 1960’s 


EXHIBIT 3 


Single Store Loyalty Based on 
Total Food Store Purchases and Stores Shopped 


- 50 Family Group, 1956 - 


No. Stores No. Stores No. Stores 
SSL Shopped SSL Shopped SSL Shopped 
14 52.8 29 3852 23 
80.5 20 52.4 54 38.1 16 
79.7 17 51.4 8 Siis 22 
78.2 17 50.1 40 Sts2 37 
ce xy 45 49.1 12 35.8 44 
77.6 34 48.1 38 35.2 24 
76.8 le § 47.1 35 34.4 29 
69.5 14 45.7 26 32.4 36 
64.6 31 44.6 50 32.0 16 
63.6 22 43.7 19 30.3 28 
61.8 13 42.7 31 29.8 22 
60.1 7 41.4 24 2i.2 47 
58.8 28 40.9 26 24.3 28 
58.0 14 40.6 40 23.8 56 
54.9 16 39.4 26 23.9 45 
54.9 12 38.9 39 19.3 68 
53.5 51 38.4 17 


product by product basis are under way andwill be published later. 
Families are ranked from highest to lowest beginning with a single 
store loyalty of 91.7 and ranging down to a low of 19.3. Thus the 
top family had over 90 per cent of its food store purchases con- 
centrated in a single store and shopped 13 other stores whereas 
the bottom family had less than one fifth of its purchases at a sin- 
gle store and bought one or more items at 67 other stores. The 
range of single store loyalties covers very nearly the same total 
spectrum as single brand loyalty measurements except that brand 
loyalty ratings will reach 100.0 for some families. 

The number of stores shopped varies widely between families. 
In part this is due to the fact that a single purchase during the 
year would bring a store into the analysis. Other factors con- 
tributing would be the number of stores accessible to a family in 
its home neighborhood and normal travel patterns, the interest of 
the housewife in seeking a variety of store offerings, the number 
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of ‘‘fill-in’’ purchases and the like. Trading stamps were not in- 
troduced in the metropolitan Chicago area until after 1956 and are 
therefore not a factor in store patronage patterns. 

Three out of the 50 families changed their residence location 
during the year, one of them making two moves. A detailed analy- 
sis of their purchasing before and after these moves indicates 
that their inclusion in the total group does not cause any impor- 
tant distortion. In one instance, single store loyalty for the year 
was higher than it would have been without the move, in another it 
was Slightly decreased and in the third instance the family was 
basically disloyal anyway and followed the same pattern both be- 
fore and after the move. 

Exhibit 4 shows ten individual families each of which is the 
middle family among the five in each decile when the group of 50 
is ranked on single store loyalty for total food store purchases. 


EXHIBIT 4 


Single, Dual and Triple Store Loyalty, 1956 


- Middle Family in Each Decile Ranked by S S L for 
Total Food Store Purchases - 


Family % Second % Third 

Number SSL Store _ DSL Store TSL 
1311 79.7 + 12.7 - 92.4 + 4.3 - 96.7 
0071 69.5 7.0 86.5 10.1 96.6 
0678 58.8 8.8 67.6 5.1 Ta4 
1594 52.8 11.5 64.3 9.7 74.0 
1591 48.1 Za. 70.8 10.2 81.0 
1295 42.7 30.0 76.7 15.0 91.7 
0210 38.9 30.9 69.8 6.8 76.6 
1794 bf 14.3 91.5 12.0 63.5 
1668 32.0 28.0 60.0 10.1 70.1 
1532 23.8 16.8 40.6 15.7 56.3 


Thus family 1311 was in the highest decile with a single store 
loyalty of 79.7 to which purchases at the second store added 12.7 
to equal dual store loyalty of 92.4 and the third store purchases of 
4.3 added to a triple store loyalty of 96.7. Family 1591 in the fifth 
decile had an SSL of 48.1, a DSL of 70.8 and a TSL of 81.0. In the 
tenth decile, family 1532 started with an SSL of 23.8, added 16.8 to 
reach 40.6 for DSL and 15.7 to reach 56.3 for TSL. 

Presented next as Exhibit 5 are decile averages for SSL, DSL 
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50 Family Single, Dual and Triple Store Loyalty 
Decile Averages for Total Food Stores Purchases 


% Second % Third 

Decile SSL Store DSL Store TS.L 
1 81.6 6.1 87.7 3.3 91.0 
2 70.4 11.5 83.9 8.0 91.9 
3 58.7 23.8 82.6 PS. 89.8 
4 53.0 17.3 l2.3 6.5 78.8 
5 48.0 26.2 74.2 i ae | 85.3 
6 42.7 25.9 68.5 1b Pays 80.2 
7 39.1 68.3 10.3 78.7 
8 36.7 26.0 62.7 Yar 74.4 
9 31.8 20.8 54.6 14.9 69.5 
10 23.6 16.4 40.0 13.8 53.8 


and TSL with the families ranked by SSL for total food store pur- 
chases. The SSL range is from 81.6 for the first decile to 23.6 
for the tenth decile, the DSL comparable range is from 87.7 to 
40.0 and the TSL range from 91.0 to 53.8. These statistics de- 
scribe the total group more accurately than can the inspection of 
individual families. 

The distribution of the 50 families by different percentage 
ranges for SSL, DSL and TSL is shown in Exhibit 6. The effect of 


EXHIBIT 6 


Distribution of 50 Families 
by Percentages of Total Food Store Purchases in 
(1) Single Store Loyalty (2) Dual Store Loyalty 
and (3) Triple Store Loyalty 


Percentage SSL DSL TS 

Range Families % Families % Families 

O- 9 0 0 0 0 0 0 
10- 19 1 2 0 0 0 
20 - 29 5 10 1 2 0 0 
30- 39 13 26 1 2 1 2 
40- 49 10 20 3 6 0 0 
50 - 59 9 18 7 14 2 4 
60- 69 5 10 12 24 9 18 
70- 179 5 10 12 24 12 24 
80 - 89 1 2 10 20 13 26 
90 - 100 1 2 4 8 13 26 


50 100% 50 100% 50 100% 
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this distribution can be seen more clearly in Exhibit 7 in which the 
cumulative distribution of the families is shown beginning at 90 
per cent + of total food store purchases. Thus only one family 
bought more than 90 per cent + of its requirements in a single 


EXHIBIT 7 


Cummulative Distribution of 50 Families by 
Percentages of Total Food Store Purchases 


Single-Store Dual-Stores Triple-Stores 

Buying 90 8% 26% 

80 + 4 28 52 

t 14 D2 76 

+ 24 76 94 

i 50 + 42 90 98 

"40 + 62 96 98 

"30 + 88 98 100 

"20 + 98 100 100 

bl 10 + 100 100 100 


store while 24 per cent bought 60 per cent + and 62 per cent bought 
40 per cent +. When the second store is added, the percentages go 
up sharply so that 76 per cent buy more than 60 per cent of total 
requirements in two stores and 90 per cent buy over half their 
requirements in two stores. The third store adds another sharp 
increase so that 26 per cent of the families purchase 90 per cent 
+ in three stores, 52 per cent of them 80 per cent + and 94 per 
cent of them 60 per cent +. 

From the point of view of the store operator, these results are 
at one and the same time both disturbing and encouraging. They 
are encouraging in indicating that the most favored store receives 
60 per cent of total food purchases for one quarter of the group 
studied. These particular families are very desirable customers 
and the supermarket operator would do well to consider whether 
there is any way in which he can attract more than his normal 
share of these high single store loyalty buyers. Being the second 
favored store is clearly next best provided the families are not in 
the very high range of single store loyalty in which there is little 
room left for the second store as the numbers approach 100.0. 
For families in the six deciles averaging between 58.7 and 36.7 in 
single store loyalty (see Exhibit 5) the second store adds roughly 
between 20 and 28 points and the third store between seven and 12 
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points on total purchases. Thus for three fifths of the group being 
the second favored store is worth a little more than twice as much 
in sales volume as being the third store. For the bottom two SSL 
deciles the ratio drops to about one and a half to one. 

The discouraging aspect of the data in Exhibit 7 is that nearly 
three fifths of the families buy less than 50 per cent of their food 
needs at their most favored store. While they are still highly de- 
sirable as customers and while every effort should be made to 
upgrade them on the single store loyalty ladder, they are also 
shopping widely among other stores. 

One of the interesting questions concerning store loyalty is the 
extent to which it varies over time both in the ratings for single 
store loyalty and the amount of switching which takes place be- 
tween stores which have the top position in the time segments 
analyzed. In order to examine this, total food store purchase data 
for each family were broken down by the four quarters of 1956 for 
the single store loyal store and the maximum variation between 
the SSL’s for each quarter expressed as a per cent of the mean 
quarterly SSL rating for the four quarters of the year. These 
per cents range from a low of three to a high of 181. As would be 
expected, the high variation families tend to have low SSL’s. For 
example, of the five highest variation families with per cents of 
87 to 181, their SSL’s are respectively 32.0, 35.8, 19.3, 50.1 and 
37.2. Only one of these was in the fifth decile: the others fell in 
the eighth, ninth and tenth deciles of families arrayed by single 
store loyalty. 

Analysis of names of SSL stores reveals that 28 families out of 
the 50 were loyal in each quarter to the most favored store for the 
year. Fifteen more families were loyal to that store for three out 
of the four quarters. Altogether, there were 43 families, or 86 
per cent of the group, who were completely or substantially loyal 
to one store in each quarter of the year. 

Analysis of single store loyalty variation over a three year 
period was undertaken as a senior thesis? last semester from the 
collection of purchase diaries and tabulating cards from the con- 
sumer purchase panel which the Chicago Tribune has been making 
available for research purposes to the School of Industrial Man- 
agement at M.I.T. (after a three year period). Over the last few 
years some 18 master’s and bachelor’s theses have been prepared 


3. Thomas F. McCabe, Changes in Store Loyalty, B.S, Thesis, School of 
Industrial Management, Massachusetts Institute of Technology, June, 1959 (Un- 
published). 
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from these materials. They have also been used by research 
workers from other educational institutions and the author wel- 
comes inquiries from those who wish to explore the feasibility of 
using this rich resource of data on consumer behavior. In the 
thesis, 25 families were selected from the group of 50 covered in 
this study whose records were available for the two year period 
from July, 1953 through June, 1955. The six months period be- 
tween then and 1956 was not available at that time but a total of 12 
quarters could be analyzed. The selection of families was made 
by stratifying the 50 family group into five dollar purchase size 
classes and selecting five families at random from each group. 
If a family did not have a complete purchase record during the 
preceding two year period it was dropped and another family with- 
in the stratum chosen at random until there were five families in 
each class. 

The degree of switching between stores holding the SSL posi- 
tion over this 12 quarter period has been measured by average 
length of consecutive quarterly store loyalties to individual stores. 
In other words, if a different store appeared in each quarter as the 
single store loyalty store then the average length of consecutive 
quarterly loyalty would be one. Conversely, if the same store 
were the favorite store in each of the 12 quarters, the average 
length would be 12. Exhibit 8 shows that eight families or about 


EXHIBIT 8 


Distribution of 25 Families by Average Length 
of Consecutive Quarterly Store Loyalties to Individual Stores 


Number of __First Store ___ Second Store _ 
Quarters No, % No. % 
10.0 - 12.0 8 32 5 20 
8.0- 9.9 - -- 
6.0- 7.9 3 12 1 4 
4.0- 5.9 5 20 2 8 
2.0- 3.9 8 32 10 40 
10- 1.9 - 4 7 28 


uo 
S| 


one third of the sample had an average length of consecutive 
quarterly store loyalty between 10 and 12, three or one-eighth had 
between six and eight, five or one-fifth between four and six and 
another eight or one-third between two and four and only one family 
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between one and two. Thus 64 per cent or two thirds of the fami- 
lies stayed with the same favorite store for four or more consecu- 
tive quarterly periods and one third were highly loyal with ten or 
more out of the 12 quarters in the same store. The exhibit also 
shows the amount of switching between stores for the second fa- 
vorite store. As would be anticipated, there is substantially 
greater change with two-thirds of the families having fewer than 
four quarters of consecutive patronage for an identical store. In 
part, this is because the second store for many of the families 
represents a substantially smaller percentage of total food pur- 
chases than does the single store loyalty store and a few points 
fluctuation between quarters in the volume of purchases made in 
the second and third store will serve to switch their positions. 
Even so, however, one fifth of the families demonstrated high 
second store loyalty by continuous purchasing at the same store 
for ten or more quarters. 


Exploration into the Interrelationships Between Brand 
Loyalty and Store Loyalty 


One of the hypotheses established at the beginning of the study 
was that families with high single store loyalty would be likely to 
have more of their single brand loyalties among the private brands 
available at that store than would be the case for families with low 
single store loyalties. The analysis to test this hypothesis is in 
process but certain limited results can be presented at this time. 

The 50 families were ranked from highest to lowest for single 
store loyalty based on total food store purchases and split into 
two groups—the ‘25 Most Loyal’’ and the ‘*25 Least Loyal.’’ Then 
for each group a count was made of the number of single brand 
loyalties represented by private brands as against those repre- 
sented by manufacturers’ brands. Exhibit 9 shows the results for 
regular coffee, margarine, canned peaches and canned corn, It 
will be observed that there are more SBL’s to private brands 
among the 25 Least Loyal families for regular coffee and canned 
peaches, fewer for canned corn and about the same for margarine. 
Results for the entire 18 products being studied are not available 
at this time but those which have been done show very similar 
findings. 

A check was made to determine whether any of these SBL’s to 
private brands were for store brands othey than the SSL store. In 
regular coffee one out of the seven from the most loyal group and 
six out of the 12 from the least loyal group were brands from 
other stores. In margarine, all of the most loyal SBL’s were from 
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EXHIBIT 9 


Distribution of Single Brand Loyal Purchases for Four Selected 
Products Between Private Brands and Manufacturers’ Brands 
for 25 Most Store Loyal Families and 25 
Least Store Loyal Families 


Store Loyalty Measured by Total Food Store Purchases - 


SBL’s SBL’s Av 


rage SBL Average SBL 


Families to to to to 
Purchasing PB MB PB MB 
Regular Coftee 
25 Most Loyal 23 7 16 76.7 67.7 
25 Least Loyal 22 12 10 66.2 70.0 
Margarine 
25 Most Loyal 20 6 14 71.6 85.6 
25 Least Loyal 20 5 15 64.2 65.5 
Canned Peaches 
25 Most Loyal 20 5 if 56.9 ss 
25 Least Loyal 24 11 13 o7.¢ Sia 
Canned Corn 
25 Most Loyal 24 9 15 64.3 58.8 
25 Least Loyal 24 4 20 O24. 68.0 


the SSL store while four out of five of the least loyal SBL’s were 
not. The same was true for the most loyal families in canned 
peaches whereas eight out of the 11 SBL’s for the least loyal 
housewives were other brands. In canned corn one of nine most 
loyal SBL’s was another brand as contrasted with three out of four 
SBL’s for the least loyal group. While this evidence would cer- 
tainly seem to support the hypothesis, it pointed up the desirability 
of further analysis measuring store loyalties on a product by 
product basis for the 18 products. Until this is completed and in- 
tegrated with the data currently available any inferences drawn are 
necessarily tentative in character. 

Two general findings regarding brand loyalty to private brands 
may be of interest in conclusion. First, the 50 family group in 
their purchases of 18 products during 1956 represented 757 SBL 
measurements. Of this total, 217 were SBL’s to private brands 
and 540 were SBL’s to manufacturers’ brands. Yet 38 out of the 
50 had a chain store as their SSL store and 29 a chain as their 
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second store. Second, the distribution of single brand loyalty 
ratings between private brands and manufacturers’ brands are 
very similar in the ranges from 30.0-39.9 through 90.0-99.9 but 
have 10.1 per cent in the 20.0-29.9 range as against 5.0 per cent 
and 15.2 per cent in 100.0 as compared with 29.3 per cent for 
manufacturers’ brands. 


‘ 


CONSUMER ATTITUDES TOWARD 
ADVERTISING AND PRODUCTS 
Dietrich Leonhard* 


OOKING back over the rising trend of consumer expenditures of 
the 1950’s and rising with this trend the expenditures for 
advertising, designed with the intent and for the purpose of 
stimulating consumption, one may be tempted to conclude that 
in the last decade marketing has done a good job indeed. This, 
however, would be a hasty generalization, an argument based on 
an unqualified, undocumented statement. Rather, it is an un- 
pleasant fact, that there is so much evidence to the contrary 
that it leaves little room for self-satisfaction or complacency. 
If we take a good look at the evidence, we will find the keys 
that will help us unlock profits through better marketing in the 
1960’s. This suggests that potential profits of the past were 
locked up in lack of marketing practice and not in production 
know-how. I am also suggesting that marketing research should 
particularly be called upon to guide and control the marketing 
function, 

The evidence lies in the fact that in much of today’s market- 
ing efforts consumer attitudes toward the products we make and 
the way they are advertised are either not known, suppressed, or 
ignored. Instead of investing in researching the consumer and 
his attitudes toward advertising and products, the American 
advertiser is sold rating services that tell him how many people 
look at his advertising efforts. The just place of rating services 
in a marketing program, and the misuse of rating services 
is a topic that I wish we would explore at a full session like this 
one at a forthcoming conference. The advertiser who has invest- 
ed in both rating services and consumer research has learned 
that consumers do not at all look at something but for something. 
What they are looking for in products and advertising we will 
discuss today—and we will see that the manufacturer, the retailer, 


*Dietrich Leonhard, Director of Marketing Research, George Fry & Associates. 
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the advertiser has to blame none but himself for widespread 
poor consumer attitudes which reflect on the image they harbor 
about him. It is the image of an impersonal, often large, company 
that is far removed from his consumer, that seeks personal gains 
at the expense of the consumer through outmoded false praise 
of his wares and false or exaggerated promises as to their 
performance. 

What lies behind this disagreement between buyer and seller? 
It lies in the advent of the rise of an entirely new consumer with 
an unprecedented purchasing power that created new tastes, new 
desires, new consumption patterns. To these consumers we 
cannot sell our goods unless we understand first why they buy 
them or whether they want to buy them at all. We cannot over- 
look the fact that nearly 180 million people are spending $200 
billion in the country’s retail establishments, not purely for the 
satisfaction of biological needs but for a need to seek fulfillment 
of a new outlook on life. Why should this be so? 

The theory of the economic man is not valid in 1960. In the 
last 100 years more innovations took place that changed our way 
of living than occurred before in all recorded history. In our 
own lifetime this change was accelerated at a rapid pace. It 
is expected that in the next 25 years the development that took 
place in this country since the war between the states will seem 
small indeed. 

When most of today’s young parents were of their children’s 
age they did not know of man-made miracle fibres, such as 
Acrilan, Dacron, and Orlon; V-8 engines, automatic transmissions, 
and curved windshields were fantastic dreams. When mother 
went shopping she did not, and did not expect to, find frozen fruit 
and vegetables; and she was not faced with the problem of choosing 
between 17 kinds of bottled salad dressing or 72 varieties of cook- 
ies. She expected to prepare meals for her family, and she knew 
it could not be done in an ‘‘instant’’. For home entertainment one 
enjoyed wireless music, plays, soap operas, and descriptions of 
sports events, for all of which the word ‘‘radio’’ was coined. En- 
tertainment by means of a wireless telecinematographic box, if 
someone had suggested it, would certainly have been relegated to 
fantasies comparable only to those by Jules Verne. Yet today, 
while enjoying the movie version of Verne’s Around the World in 
80 Days, we take for granted flying nonstop from Chicago to 
Paris in 7-1/2 hours. When in 1899 the Macmillan Company 
published Thorstein Veblen’s Theory of the Leisure Class, America 
was amused by the brilliance and wit which described an allegiance 
to social standards that were not achieved by one’s own work, but 
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were based on emulating the status of individuals who display 
wealth and leisure which they have not earned through their own 
work. Then, an honest working week amounted to 60 hours. 
By these standards, we have indeed become a leisure class, look- 
ing forward to a reduction of today’s 40-hour week to one of 35 
hours. 

While today a 40-hour week is generally agreed upon, and 
while some white collar workers spend 35 hours on the job, most 
housewives and mothers, although on nobody’s payroll, still are 
on a 60-hour week. This does not mean, however, that her outlook 
on life and on her work has not changed. While her work and in- 
terest are still centered in her home and on her family, she 
refuses to be seen as old fashioned. She has the utmost confidence 
in American manufacturers’ ingenuity to come up with products 
that will make her job easier. She is disappointed in the many 
products offered her as new, and she looks at advertising promises 
wistfully and with yearning without much hope of gratification. 
Nearly all housewives have electric lights and radios, but 95 
per cent still have to be sold their first dishwasher or their first 
garbage disposal. Sixty per cent have vacuum cleaners, which in 
marketing terms means that 40 per cent have not; and about 70 
per cent still have no electric mixer. These are appliances 
available on the market, but new ones in the research and develop- 
ment stage are making obsolete many of the things we now take 
for granted. A television receiver without wires or knobs that 
hangs on the wall like a picture; windows that are a source of 
light in the evening as well as during the day; cooking utensils 
that will be thrown away after meal preparations; dishes that will 
be disposed of after the meal just as picnic plates are now—these 
and a host of other consumer products can be made today. The 
unanswered question remains whether we will also learn to 
advertise and sell them successfully. We will see later that 
much of today’s advertising constitutes an enormous economic 
waste by amusing consumers rather than making them want to 
buy. But advertising cannot be blamed for failing to sell those 
products which the consumer neither needs nor wants or for 
which a want cannot be generated. It is a matter of record that 
of all products introduced after the war, 98 per cent were failures, 
which means that they were rejected by consumers. Moreover, 
the Commerce Department reported the new product experience of 
200 leading manufacturers with production and management know- 
how, and with financial resources symbolizing past success. These 
manufacturers’ records show that they did not have the ability of 
marketing consumer goods as profitably as they produced them— 
four out of five of their new products failed to obtain consumer 
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acceptance. A third example of costly differences of opinion 
between manufacturers and their consumers is disclosed by a 
report on new products by the National Wholesale Druggists 
Association. In 1953 there were 832 new products introduced to 
drug wholesalers’ inventories. Of the products offered by new 
manufacturers, well over 90 per cent died in their first year of 
marketing life. New products offered by seasoned manufacturers 
had a mortality rate of between 40 to 50 per cent. 

The problem of the economic waste contained in new prod- 
uct failures; the money spent for development, packaging, adver- 
tising and promotion; the investment in manufacturing facilities 
and manufacturers’ and distributors’ inventories; and the man- 
power employed from production through retail distribution comes 
into sharp focus if we stop to think that up to 50 per cent of manufac- 
turers’ profits from 1960 to 1965 are expected to come from 
products not yet on the market. 

Since the beginning of this century to the beginning of the 
second world war, advertising served its primary function, and 
served it in an unsaturated market, of letting the public know of 
new and existing products, their differences in quality, size or 
volume, and price and where to buy them. Since then, however, 
alvertising has to fulfill this same function in a saturated market 
of optional consumption and it has to create and sustain wants 
that were not existing before. This is the area in which much of 
modern-day advertising has failed. While consumer attitudes have 
changed, together with higher incomes, better homes and a gen- 
erally better living standard, advertising still talks to the consumer 
as though he buys strictly for the fulfillment of biological needs 
rather than looking for means of how to fulfill them. These 
advertisers are using symbols and other appeals that run counter 
to consumers’ attitudes and feelings. To today’s consumer, per- 
formance and price are of lesser importance than they were to his 
parents. What was a feature in the ’30’s and ’40’s has been re- 
placed by the demand for goods thatare stylish as well as function- 
al, that fit into an entirely new status of the mass market consum- 
er, that appeal to his new tastes—but also to his emotions, to the 
satisfaction he derives from a _ purchase, and to a feeling of 
security for which he is craving. 

It has been reliably predicted that by 1965 the United States 
economy will have to house, feed, clothe and supply services, 
luxuries, and necessities for a population of 220 million, ready 
to spend $600 billion for the sum total of goods and services. 

Many of today’s consumer goods will have become obsolete 
in 1965, just as better than 60 per cent of all of today’s consumer 
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products either did not exist in 1950 or have undergone radical 
changes. 

Looking back over new product failures of the last decade 
and their enormous cost to individual firms as well as to the 
economy as a whole, it seems a reasonable assumption that the 
manufacturer catering successfully to the market of the 1960’s 
will not be around by accident; he will have aligned his planning 
with that of a new consumer. 

Let us now turn to results of research on which my foregoing 
statements are based. There is no sharp dividing line between the 
results of product and advertising research. Through product 
research, consumers not only express their feelings regarding 
product qualities, shape, form or size, color, aroma or utility, 
but that they give valuable clues as to how to advertise, promote, 
and package the product; what to say about it that is acceptable 
and believable; what confirms consumer opinions, feelings and 
attitudes; and which things to leave unsaid, because they may find 
rejection or create resentment. Results of product research are, 
therefore, aids in the creation of products as well as in advertis- 
ing. 

Conversely, results of advertising research not only tell us 
of consumers’ reactions to the ad as a whole and its components, 
but also to the advertised product, the use it may find in the home, 
its function and utility, its real or psychologicai need and its real 
and implied, that is psychological, values. 

What are the reasons behind liquor ads showing a gathering 
of men, together enjoying a friendly drink? When in conventional, 
but outmoded research, you talk with men about their use of 
liquor, they mostly say that one of the main reasons for their 
imbibing is that they have to be, or want to, be sociable. It is 
seldom fun to drink alone. 

The creative man in advertising translates those findings of 
research into a sociability theme exemplified by cocktail parties. 
Through interviews on the unconscious level, we discover, however, 
that men are seldom fond of other men, that they drink their host’s 
highballs but hate to listen to his stories. These men, and their 
wives too, despise cocktail parties. What they mean by “‘being 
sociable’’ is that they want to belong to a social environment, 
a status, at which they have arrived, anoutward sign or expression 
of their success in life. Of course, nobody wants to depict a man 
who drinks alone—in order to forget. A better way of conveying 
true sociability is through an ad showing an imaginary man who 
drinks with a friend of his own choice. The prospective customer 
when seeing this ad can use his imagination and his good feeling 
toward another man as a rationale for a purchase decision. 
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When showing children in advertising, they should be whole- 
some, true-to-life youngsters. They should remind you of children 
who bring the family together, children whom you would like to call 
your own. Mothers deeply resent advertising illustrations that show 
brash little boys, the impish characters full of mischievous tricks 
because they make one’s life miserable. The promise that your 
product is immune to the antics of such children, that the product 
allows mother to relax in the face of children’s annoying tricks 
carries little weight. A little brat in print or on T. V. cannot also 
be a symbol of an acceptable product. 

There are three rewards a housewife obtains for cleaning 
the house, washing the dishes, and doing the laundry 


the knowledge, seldom shared with members of her 
family, that the work was properly arduous 

the satisfaction she derives from the accomplished 
job 

and a rare praise for her labor from her husband 
or her children. 


An advertisement that promises sincere praise will pay dividends 
—but an illustration that promises sparkling dishes without wash- 
ing or wiping is not believed. The prettily dressed and overly 
smiling housewife who pushes a mop with one hand to the tune of the 
headline ‘‘Once over lightly does it’’ lacks complete identification. 
The glamour girl in detergent advertisements is met with the 
comment: ‘‘When I am through washing dishes I do not look like 
her. ’’ Neither do housewives appreciate a manufacturer’s attempt 
to tell her about his concern that she washes a 1/2 ton of dishes 
a month which ties her down 5-1/2 hours each week. She knows 
that without such fine point of measurement and arithmetic: the 
success of this product is not sustained by the illustration that 
promises to transfer the tied-down mad housewife into a happy 
one—it just isn’t that easy. 

Advertising that warns the consumer not to believe in claims 
made by other products only reinforces negative attitudes toward 
both the ad and the product. Here Mr. and Mrs. America find 
justification and confirmation in their beliefs: ‘‘This is just 
advertising.’’ 

There are advertising people clinging to the opinion that 
customers must be tricked into reading advertising, even if the 
illustration or lead-in story has nothing to do with the product 
or what it is supposed to do. In order to create attention, there 
is still as much female nudity shown as the law allows. In much 
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of this advertising, the manufacturer could not succeed faster in 
insulting the customers he thought to attract. 

Equally disappointing is an ad that shows a bride in church— 
but instead of the groom escorting her down the aisle she carries 
a heavily loaded laundry basket. The headline: ‘‘Here come the 
bride’’ and the warning ‘‘Don’t be married to a washing machine’’ 
can only create resentment and ill feelings toward a manufacturer 
who does not know how to appeal to the emotions of a prospective 
bride. 

The company which is practically without competition and 
whose service can be found in most American homes, apparently 
realizes the value of public relations and advertising at its best. 

It is rare that an ad with so much consumer appeal, an ad 
that is so much true to life can be found where it is needed most— 
NAMELY among competitive advertising. The copy reads: ‘‘Most 
of us know what it is like to have a telephone. But have you ever 
thought what it would be like if it wasn’t there, even for a little 
while? 

Here are some good words along that line from Mrs. Donald 
Cummings, Jr. 

‘When we moved into our new house,’ she told us a few weeks 
ago, ‘I felt a little strange - with the young baby and all - and I 
couldn’t seem to get a feeling of being settled and at home. 

‘Then the telephone was put in. And suddenly everything seem- 
ed different. I could call people! Ifelt better about being by myself 
in the house with the baby. I felt better about my mother who had 
been ill in Boston. And about my husband in uniform far away. 

‘And then I realized that it wasn’t just the telephone calls J 
could make - it was that people could call me if necessary. I 
wasn’t alone anymore.’ ”’ 

Through product and advertising research, we have found 
numerous instances where the buying public does neither agree 
with the manufacturer, the copy writer and the artist nor with 
the jury that gives an award for the best outdoor poster or the 
best advertisement. The jury is composed of professional adver- 
tising people; their judgment is based on the excellence of the 
art work and outstanding copy. The final say, however, rests 
with the consumer jury who has demonstrated its disagreement 
with its disapproval of products and a widely held contempt for 
a good deal of advertising. 

These are only illustrations of some pointslam trying to make. 
There are numerous other examples in our daily newspapers, in 
magazines, and periodicals of the same type of advertisers’ futile 
attempts in persuading the public to buy their merchandise or 
service. 
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It is this type of communication that makes Mrs. Housewife 
look at advertising as she looks at the antics of her children. 
Such ads entertain her rather than persuade her. They leave 
her indifferent to the product and its promises because she does 
not believe it. She explains: ‘‘They have to say that, you know, 
that is advertising.’’ 

It is a frightening experience to see so much advertising 
wasted because it still assumes that one has to shout when making 
a long distance telephone call; that the consumer looks at some- 
thing rather than for something; that housewives still have to be 
persuaded to part with their money. 

Criticism of the past and of the status quo is of no value un- 
less we are willing to learn from our mistakes, It should be 
clear that the marketing man of the ’60’s needs to do more than 
challenge product development and advertising. In the 1960’s we 
will see whether or not men in marketing research are willing 
to take the risk of being looked upon as a disturbing influence 
in business because they will be men of controversy. I personally 
do not believe that they will remain safe by keeping still. Quality 
control in marketing through consumer research will in the 1960’s 
be as important as it has been and still is in production, 


The consumer in the 1950’s acted instinctively on the prop- 
osition, antecedently supposed or proved, which the lawyer calls 
“caveat emptor’’ let the buyer beware; or, buy at your own risk. 
One of the keys to marketing profits in the 1960’s will turn out 
to be: Let the seller beware! 
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PREDICTING CONSUMER BEHAVIOR 
BY ATTITUDE SCALING DEVICES 


Elizabeth Richards* 


W; hope to evaluate the marketing tools and materials of the 
1950’s_in order to select those which offer the greatest 
promise for increasing our business profits in the 1960’s. 

My particular area of consideration is the prediction of con- 
sumer behavior through the use of attitude scaling devices. 
Stated directly, my question is: Does the use of attitude scaling 
devices for predicting consumer behavior offer the promise of 
greater profits in the 1960’s. In other words, is it worth our 
while from the standpoint of increasing our profits to go further 
in our efforts to anticipate consumer behavior with attitude 
scaling devices, or have we progressed about as far as possible 
in this area and should now look elsewhere for help in predicting 
how consumers will behave? 

My answer to this question is: Yes, the use of attitude scaling 
devices for the prediction of consumer behavior does offer profit 
opportunities for the 1960’s. In fact, I should like to suggest that 
attitude scaling devices are particularly well suited to the com- 
plicated problem of gathering useful attitude data through consumer 
research which if properly interpreted by the manufacturer or his 
advertising agency will enable the manufacturer to increase his 
profits from the manufacture and sale of a product. In the time 
allotted, I should like to show how, in my opinion, attitude scaling 
devices can be applied to increase net profits. Specifically, my 
discussion will center around two main points: 


First. . .As a research tool, attitude scaling allows us to 
measure separately and then to interrelate consumer 
attitudes toward particular aspects or dimensions of a 
product. This is important for the obvious reason that 
attitudes toward a product are a joint result of the product’s 
physical, psychological and economic characteristics and 
not primarily the result of any one of them. In addition, 
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attitude scaling allows us to study consumer attitudes toward 
product dimensions as they are reflected in the consumer’s 
dual role, as a parttime marketer-manufacturer who buys and 
prepares the product for consumption and as a consumer who 
enjoys the product he has helped to prepare. 


CHART I 


THE DUAL ROLE OF THE CONSUMER 


Second. . .Not only does attitude scaling allow us to meas- 
ure and then to interrelate consumer attitudes toward par- 
ticular dimensions of a product, but also it permits us to 
study these attitude measurements on an individual con- 
sumer basis rather than on an average basis. This is 
important because the most useful prediction from a 
manufacturer’s standpoint is a ‘vertical’ agglomeration 
of attitude groups—or market segments, —rather than 
‘horizontal’ averages which are not necessarily repre- 
sentative of any market group or segment. 


In other words, what I am suggesting is that attitude scaling 
techniques are especially useful to the manufacturer in studying 
consumer behavior because they allow him to translate inter- 
relationships of attitude toward his product into market segments 
of consumers who may or may not buy his product. And in so 
doing, allow him to direct his advertising and sales efforts at 
those groups of consumers - or market segments - which offer 
the best profit potential. 

Before discussing these two aspects of attitude scaling as they 
relate to the profit position of manufacturers, a word or two is 
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necessary to make clear what I mean by consumer behavior pre- 
diction and attitude scaling devices. In the present context, con- 
sumer behavior means the purchasing behavior of individual con- 
sumers in the market place. By prediction, Imean the anticipation 
of consumer purchasing behavior among alternative products by 
means of research conducted among individual consumers for this 
purpose. This research can take a number of different forms— 
product tests, copy tests theme evaluation, but it is all conduct- 
ed among consumers and in sufficient sample size to afforda 
reasonable degree of accuracy. By attitude scaling devices, I 
mean that body of attitude measurement techniques—such as Gut- 
tman Scaling, Thurston Scaling or Lazarsfelt Latent Attitude 
Structure—which have the characteristics cited above: The 
ability to measure separately attitudes toward particular aspects 
of a product, to relate these separate attitudes one to another, and 
to do all this on the basis of individual consumers rather than of 
averages, 


CHART IL 


SATIS- 


FACTIONS 


THE CONSUMER BALANCES 
MONEY, TIME AND EFFORT VERSUS SATISFACTION 


Let’s look at chart V which we will use again later in the 
discussion. It shows a hypthetical Guttman Attitude Scale for 
two products, A and B, made up of five factors A through E, As 
you know, the vertical dimension shows the intensity of re- 
Sspondents attitudes, the horizontal, the per cent of respondents 
who fall into various content groups. Thus, for Product A, roughly 
65 per cent of all respondents hold relatively favorable attitudes 
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in a Guttman sense, while only around 35 per cent are relatively 
favorable to Product B. But this overall favorability for each of 
the products is the net result of combining the individual factors 
shown separately below into one overall chart. As you know, these 
Guttman scales are contained on the basic questionnaire. From 
these content and intensity answers, consumer attitude groups are 
identified, each with similar answer patterns. The scale itself 
is divided by plotting the median intensity score for each group 
on the vertical axis, the per cent of respondents in the group on 
the horizontal axis. Thus, each scale is a combination of the 
consumer attitudes toward five factors for that one brand. The 
turning or ‘“‘zero’’ point is regarded as a dividing line between 
favorable and unfavorable. By inspection we can see which of each 
of these factors contributed to a greater or lesser extent to the 
final shape of the curve. We also can compare the shape of each 
of these curves and learn something about the nature of the over- 
all attitudes toward the product. Lastly we can compare consumer 
attitudes toward each of the five factors individually. For example, 
this chart tells us that whereas Product A is generally more favor- 
ably received, as a whole, in dimension or factor A, B and C 
attitudes toward Product B are more intensely favorable than they 
are toward Product A. But this Guttman scale has another char- 
acteristic of equal importance to us in measuring consumer atti- 
tudes: The scale itself is constructed on an individual consumer 
basis. As you know, a Guttman scale cannot be constructed unless 
attitudes of respondents as a group fall into predictable patterns. 
Every scale is derived from the characteristics of a group of re- 
spondents, each of which holds the same attitudes overall and 
toward individual factors from which the overall attitude is de- 
rived. Any vertical line drawn at random through the overall 
scale and through the individual factors, actually yields the re- 
sponses of one individual. From this chart, therefore, we tell not 
only what any individual respondent thinks about factor A but also 
about factors B, C, D, and E at one and the same time. We know 
what attitudes are held by what consumers. We can also calculate 
how important each of these attitude groups is to the total. Ina 
very real sense, therefore, the Guttman scale permits a ‘vertical’ 
or consumer market segment group analysis. Returning now to 
the first of our reasons why a Guttman scale is particularly suited 
to helping the manufacturer work toward a better profit position, it 
is the ability of a Guttman scale to show how attitudes toward in- 
dividual aspects of a product inter-relate for any one consumer. 
Every one accepts without question that it is important to inter- 
relate attitudes toward particular aspects of a product. But we 
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often overlook the fact that from a manufacturer’s standpoint 
there is value in organizing consumer attitudes functionally. By 
functionally I mean, just what the word implies: the performance 
of certain functions to or for the product. ‘Transporting a product 
from one place to another is a function. Holding it in storage is 
another function. So also is putting it in a can, or for that matter 
opening the can and putting it into a glass. Performing functions 
for a product - is something the consumer has in common with 
other establishments who handle a product before he buys it. A 
functional analysis, therefore, is a very realistic and sound basis 
for studying the implications of consumer attitudes for the man- 
ufacturer, wholesalers and retailers who create and distribute 
the product. It is a realistic and sound basis because for any one 
product, the functional balance among all these establishments - 
including the consumer himself - plays a large part in determining 
the manufacturer’s profit position from the production and scale of 
that product. But, as we shall discuss in greater detail, the con- 
sumer plays a key role in allocating the functions or blueprinting 
this functional balance. The interrelationships of his attitudes 
toward the dimensions of the product itself determine to a large 
extent the nature and extent of the functional role he himself is 
willing to play with respect to the product. And in influencing the 
functional role of the consumer - will automatically influence the 
functional role of all the other members of the system of estab- 
lishments which handle the product. Attitude scaling techniques 
will give us a realistic fix on the interrelationships of these 
consumer attitudes. Hence their unique value. 

As Chart I points out, the consumer plays two essential but 
very different roles: 


1. He is a part-time marketer and manufacturer who 
buys, carries, cooks or otherwise prepares the product 
he enjoys. 

2. He is also a personal consumer who then derives 
satisfactions from the product he has helped to prepare. 


For any one product, consumer expenditures of time and effort 
may be small, but they are always anecessary part of his personal 
enjoyment. Obvious as it may seem it is important in predicting 
consumer behavior to remember that to smoke a cigarette, one 
must open the package; to enjoy a glass of orange juice made 
from frozen concentrate one must have a place to store the orange 
juice, something to mix it in. And as we shall point out with more 
emphasis a few minutes from now, the differences in the amount 
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of work and required equipment between alternative ways to the 
same or basically the same satisfactions, may play a key role in 
the choice among alternative ways to reach those satisfactions. 
But, as we all know, the consumer must spend money as well as 
time and effort before he can enjoy a product. Chart II shows, the 
‘real price’ a consumer pays to enjoy the product is not just the 
money he pays for it, or the time and effort he puts into it. Rath- 
er the ‘real price’ is the net relationship of these three, or more 
precisely, how the consumer feels toward the amount of each he 
must spend in order to obtain a given amount of satisfaction. Take 
a home-made versus a factory made cigarette, for example. 


First. . .The time and effort to carry tobacco and papers, 
roll his own versus to carry a package, pick a finished 
cigarette out of it. 

Second. . .The money he spends for tobacco and paper, 
versus a package of commercial cigarettes. 


From the point of view of the manufacturer as Chart III indicates, 
CHART II 


MANUFACTURER WHOLESALER RETAI 


ACTIVITIES ACTIVITIES ACTIVITIES 


IN HIS DUAL ROLE, THE CONSUMER IS THE LAST 
IN A LONG LINE OF ESTABLISHMENTS 


when a consumer elects to pay this ‘real price’ for a product, 
he also elects to perform the last in a long line of essential 
operations which begin with the manufacturer, continue through the 
wholesaler on to the retailer from whom the consumer gets the 
product. In performing these operations, he becomes an essential 
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member or integral part of the system of establishments which 
initiate the manufacture of the product, then help it along to its 
final enjoyment by individual consumers. Thus, every consumer 
is a worker for his own sake. But also - as a member of the 
‘product’ system - every consumer is also a worker without whom 
the other members of the system - manufacturer, wholesalers 
and retailers, - cannot exist. For if individual consumers were 
not willing to work on his own behalf to enjoy a product, and in so 
doing to barter some of his time and effort as well as his money 
for this enjoyment, the manufacturer would have no customers. 

Viewed from another angle the consumer is also one of the 
key factors in determining the nature of this system. This pro- 
portion of money to time and effort a consumer is willing to 
spend for this enjoyment in effect determines the amount of time 
and effort that must be expended by the other members of the 
system. The more money a consumer is willing to spend in re- 
lation tohis own time and efforts, the more effort the manufacturers, 
wholesalers and retailers must spend. And in reverse, the less 
money a consumer is willing to spend in relation to his own time 
and efforts, less will be the effort required of other members of 
the system. 

Some of the most significant and recent changes in the man- 
ufacture and distribution of consumer goods have represented a 
shift in this proportion of money to time and effort. If we make 
the assumption that more or less the same enjoyment is derived 
from pre-cooked frozen dinners, as from home cooked, their 
acceptance represents a willingness on the part of consumers to 
shift the proportion of money to time and effort in such a way that 
they pay more money, expend less time and effort. Part of the 
manufacturing process that once was performed in the home, now 
has shifted backwards or upstream to other members of the 
system who now expend more time and effort that used to be 
expended by the consumer, but receive more money for their efforts 
than they once would have received. As this happens, the functions 
and equipment of establishments other than the consumer himself, 
must change to accommodate this shift. 

It becomes clearer then, that to study consumer attitudes toward 
a product in order to predict behavior the relationship of their 
attitudes toward various aspects of the product must be studied in 
the context of the functions performed by the manufacturer and oth- 
er members of the system which handle the product. If this is not 
done, the manufacturer has no way of understanding or fitting into 
the perspective of the entire system of establishments which 
handle a product, attitudes which the consumer holds toward the 
money, time and effort the manufacturer is asking him to spend 
for his own enjoyment. 
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Now let’s return to attitude scaling. We have said it analysed 
and related consumers on an individual basis - and that this 
individual basis was particularly useful to the manufacturer in 
understanding the time and effort he is asking a consumer to 
spend. We have also said that in studying these interrelationships 
of consumer attitudes on an individual or ‘vertical’ basis rather 
than a ‘horizontal’ or average one, attitudes scaling is particular- 
ly valuable to the manufacturer in predicting how consumer atti- 
tudes toward time and effort will influence the profit structure he 
hopes to establish. To say this, however, we must show why a 
‘vertical’ basis of analysis is more useful tothe manufacturer than 
a ‘horizontal’ one. Market research established once and for all 
the value of studying consumer behavior by interviewing individual 
consumers about their purchasing behavior. Following this, moti- 
vation research demonstrated beyond doubt that consumer fears, 
jobs, aspirations, disappointments—all can and do influence their 
choice of products in the market place. Recently, behaviorial re- 
search also has forced us to recognize that the motives and drives 
of consumer as a general rule ought to be viewed in the broader 
context of group dynamics. That is, in studying the motives and 
drives of individual consumers, we must consider the attitudes of 
the families and social groups to whom these individual consumers 
belong. 

Purchasing behavior, therefore, is derived from the individual 
interplay of consumer attitudes and social pressures. Purchasing, 
itself, is an individual consumer act. It is essential, then, that 
attitudes toward a product be measured on the same basis as the 
purchasing behavior is expressed. 

What we are saying is that in most studies, attitudes are 
measured on an average - or what I calla ‘horizontal basis.’ 
From these averages we know, for example that certain per- 
centages of all consumers hold attitudes A, B, C,or D. But 
this will not tell us - as attitude scaling techniques will - how 
many consumers hold attitudes A and B, A and C, A, B, and C, 
etc. In other words, ‘horizontal’ averaging will not tell us in 
what combination these attitudes are held and by what groups of 
people. But - as we have seen, this is exactly what we need to 
know in order to make for individual manufacturers the most 
useful predictions of consumer behavior toward their products. For 
if we acknowledge the obvious fact that favorable attitude combin- 
ations toward the dimensions of a particular product are more 
likely to lead to purchasing than unfavorable attitude combinations 
on the part of individual consumers, it follows that we must 
acknowledge the value of knowing in what combinations these 
attitudes are held by individuals and of what relative importance 
to the total market each of these combinations of attitudes is. 
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Now, as a final step in this discussion of the value of attitude 
scaling to manufacturers, let’s put all this together in a practical 
example to show just how attitude scaling can get at key consumer 
attitudes toward alternative products and in so doing to help the 
individual manufacturer decide among alternative courses of action 
on the basis of the profit potential of each of these courses. 
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Chart IV shows systematically, alternative product systems. 
Let’s use the example of a demi-tasse of espresso after dinner. 
Let us say that each system on the chart represents the establish- 
ments involved in creating and distributing one type of demi- 
tasse. Let Product A represent a cup of espresso actually brewed 
in the home with a pot from freshly ground coffee. Let Product 
B, on the other hand, represent a cup of espresso made at home 
from an instant mix. Suppose we have found out from consumer 
research that the home brewed demi-tasse is thought to have a 
somewhat better or more authentic taste and is also generally 
considered socially more acceptable than the instant cup. Let 
us also assume that per cup, the home brewed is less expensive, 
but requires the purchase and use of a special type of espresso 
coffee maker which the instant cup does not require. Looked 
at from the functional viewpoint—in the case of the home 
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brewed cup, the product system’s functional balance is something 
like this: Manufacturer roasts, grinds, packages and distributes 
the espresso in a vacuum pack. Wholesalers and retailers store, 
shelve and sell it to the ultimate consumer. The ultimate con- 
sumer in this case uses the ground coffee, a special pot, water 
plus his own time and effort actually to ‘manufacture’ the cup 
within his own home. 

For Product B, on the other hand, theinstant cup, the functional 
balance of the system goes something like this: Coffee is roasted, 
ground, but brewed by the manufacturer in his own special large 
type espresso pot. It is then dehydrated, packaged in vacuum jars, 
and distributed. Wholesalers and retailers again store, shelve 
and sell the product to individual consumers. But in this case, the 
consumer takes the powdered dehydrated coffee and manufactures 
his cup of espresso in a demi-tasse cup. espresso merely by 
rehydrating a spoonful of powder with hot water. Obviously, each 
of the two systems among other things requires a different set 
of manufacturing and packaging equipment. And whether or not 
any of this equipment is available, the key to his decision as to 
which of the alternative products to manufacture - or maybe in 
what proportion he should manufacture them both rests upon the 
potential profit to him in return for the necessary investment. But 
in order to decide which of the two products - home-brewed espresso 
or instant espresso - to produce - or in what proportion - the 
manufacturer must know something about the nature and the inter- 
relationship of consumer attitudes toward each of the significant 
or determining aspects of the two products. And he must know the 
relative importance or size within the potential espresso market 
of those consumers who hold relatively favorable attitudes toward 
each of the two espresso products. Armed with this knowledge, 
he can then with the help of other information- calculate his 
potential profit position from sales to these groups, balance 
investment against this profit and determine which of the two 
products - or combination of products - should give him the best 
return on this investment. 

But as we have said - the choices for the manufacturer between 
the two products - or functional locations withina product system - 
rests on consumer attitudes. As a result of the conditions listed 
above, the choice for any one consumer who might logically be an 
espresso server depends upon: price, taste, social acceptability, 
time and effort in brewing, and the requirement of buying or not 
having to buy a special espresso brewing pot. Each consumer, 
therefore, will balance his feelings about each of these five factors 
within himself and in so doing will determine whether he will buy 
one product or the other or none. 
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Let us go back now to Chart V, which we considered at the 
beginning of this discussion. As you remember, it shows five 
factors for alternative Products A - the home-brewed cup and B 
the instant cup. Let us suppose that the Guttman scales for each 
of these two products have been derived from a research project 
among individual consumers which has given us their content and 
intensity answers to questions concerning each of the five factors. 
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Then, making the assumption that there is a known although not ne- 
cessarily one to one relationship between favorable combinations of 
attitudes and sales, these two Guttman Scales give us in raw form, 
the basic information which the manufacturer requires to make his 
decision among alternative products. 

Taking the raw figures from the two Guttman Scales on Chart 
V, then, we can say that roughly 65 per cent of all consumers are 
relatively favorable to one or the other types of expresso demi- 
tasse: The remaining 35 per cent are not - and are, therefore, 
entirely out of the manufacturer’s potential market. Now, let’s 
look at A, the home brewed, in relation to B, the instant cup. 
Sixty-five per cent of all consumers are relatively favorable to it 
and were it the only product on the market, this figure would rep- 
resent the home-brewed vacuum type product’s potential market. 
On the other hand, around 35 per cent of consumers are favorable 
to the instant espresso. Were it the only product on the market, 35 
per cent of consumers would represent its potential market - and 
these 35 per cent all relatively favorable to the home-brew - 
although not necessarily to the same degree as they are to the 
instant. If, on the other hand, both products were manufactured - 
how would the potential divide? Obviously 30 per cent - or the 
difference between the two zero points of A and B, represents 
the home cup’s exclusive potential. The remaining areas of 
favorable parts of the scale for both types of coffee overlap - 
but notice that they are of different heights. A small group of 
consumers - say around 20 per cent are favorable to home-brew 
cup, but more intensely favorable to the instant cup. If we are 
willing to assume that stronger intensity of a favorable attitude 
will dictate a choice among alternatives - then these 20 per cent 
represent instant rather than home-brewed potential. The reverse 
is true in the next segment from 20 per cent to the Product B 
zero point at 35 per cent. Putting it altogether then - the potential 
for both products at the same time divides itself among the 65 
per cent who are favorable to any cup - 20 per cent for instant - 
45 per cent for home brew. 

With this information at hand, then, the manufacturer can then 
assess his own position and decide among alternatives. If he 
is currently producing only a regular grind of coffee and no instant- 
he probably will not elect to establish instant facilities - but will 
decide on the basis of additional costs or additions to his plant - 
whether the sale of expresso regular among the potentially favor- 
able 65 per cent would be profitable to him. If, on the other hand, 
he does have instant facilities - he will be faced with another set 
of alternative choices of equipment and production. The point is 
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that with the information on the interrelationships of consumer 
attitudes toward the alternative which the Guttman Attitude Scales 
for the two products provides, he can then isolate and get some 
notion of the size of the consumer groups relatively favorable 
to each product and using this raw information make decisions about 
his profit position. Then having made his decision - he is ina 
position to research the media and advertising characteristics of 
his potential customers in detail in order to approach them with 
maximum effectiveness and at lowest cost. 

In presenting the above sample, I recognize that much of what I 
have said has been oversimplified. My purpose was not to consider 
in great detail all of the problems which are involved in carrying 
out this type of research and in using the results to enlighten 
the manufacturer’s decision among alternative courses of action. 

Rather, my purpose has been to show that attitude scaling 
techniques - in this immediate case a Guttman Attitude Scale - 
are well suited to the prediction of consumer purchasing behavior 
in the market place. They are well suited because they are able 
to isolate and to interrelate consumer attitudes toward the various 
product dimensions on a factional basis. They are also well suit- 
ed because they permit individual consumer analyses of these 
attitudes and in so doing permit a ‘vertical’ grouping or pin- 
pointing of potential market segments ona basis which the manufac- 
turer can use not only to determine his best opportunity markets 
but once determined, to reach these markets effectively and at 
low cost. In so doing, it guides the manufacturer as he sorts his 
way through sales potential, investment, production facilities to the 
best net profit positions. 
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THE OUTLOOK FOR CAPITAL 
SPENDING IN THE 1960'S 


Andrew J. Cullen* 


HE dynamic capital goods market is one ofthe largest and most 

volatile in our economy. When one looks at the sheer magni- 
tude of this capital goods market, you can understand why it has 
such a significant effect on the course of the nation’s economy. In 
the thirteen years, from 1946 through 1958, American business 
spent on new plant and equipment almost half a trillion, or to be 
exact, $437 billion. In the first half of 1959, almost one out of 
every ten dollars spent for all goods and services—the Gross Na- 
tional Product—was tagged for factory construction and machinery. 

Not only is the capital goods market immense, but like the 
stock market, it fluctuates. Before we take a look into the future, 
perhaps it might be well to review what happened to capital goods 
spending and to our entire economy, in the two major recessions 
of the post-war period—the one in 1948-49, and the most recent 
1957-58 downturn. In both of these periods, we had sizeable 
changes, both in the economy and in the capital goods market. 
Here is what happened. 

In the first business downturn, that of 1948-49, the decline 
from the high point to the low in plant and equipment spending was 
16 per cent. But the rest of the G.N.P. declined less than two per 
cent. 

In the latest recession, the one that ended about a year ago, the 
capital spending decline was again perhaps the most important 
single factor. Business expenditures on plant and equipment fell 
by almost 15 per cent from top to bottom, while the rest of the 
G.N.P. declined by only three per cent. About one-third of the 
total drop in over-all business was accounted for by the drop in 
capital spending. 

Experience has impressively shown how large, variable, and 
important the capital goods market is. It is obviously of the 
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greatest importance to the business analyst to be able to forecast 
major changes in that area. Even if the individual firm does not 
itself sell capital goods, it should have some idea of future trends 
in capital spending because those are so crucial in determining 
what will be happening to business. 

How does one go about forecasting changes in capital spending? 
In the post-war period, the most commonly and widely used tech- 
nique has been the survey method. In a nutshell, you ask the firms 
what they are going to spend. Since the end of World War II, the 
Department of Commerce, together with the Securities and Ex- 
change Commission, has been conducting such a survey. Early 
each year, these government agencies ask many business firms 
how much they intend to spend in the coming year. The replies 
they get are drawn from the firms’ capital budgets. 

There are several shortcomings with this method. First, the 
capital budget is an estimate of the cost during the calendar year 
not only of existing projects that have already been approved but 
also of projects which have not yet been approved and may never 
be approved, But more important is the fact that an annual survey 
presumes that businessmen are highly inflexible in their planning. 
Do businessmen make only one capital spending decision a year 
and then stick to it, or is the capital spending program under con- 
stant review and revision? If conditions change in the middle of 
the year, will businessmen stick by the plans they had at the be- 
ginning of the year? From the combined experiences of those 
sitting in this room, I think it is clear that business decisions are 
subject to change, and do indeed change frequently throughout the 
year. 

Dissatisfied with the state of knowledge about how businessmen 
actually plan and execute capital spending programs, we at News- 
week decided to make an intensive field survey. About five years 
ago, we conducted such a survey of manufacturers in the Milwau- 
kee area. We examined in great detail exactly how capital spend- 
ing decisions were made and carried out. We asked many ques- 
tions; the answers we got were most illuminating. 

We found that most large businesses have a highly formalized 
procedure for planning and executing capital spending programs. 
The procedure is something as follows: —First, there are formal 
proposals for capital expenditures coming from all levels of man- 
agement. In multi-establishment firms, such recommendations 
flow from numerous divisions and subsidiaries. These proposals 
are then subject to careful review, usually by the top management 
—the Board of Directors, the chief executive officers, and the ex- 
ecutive committee. But before any money can be spent, the 
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proposal must be formally approved by management. Only then 
can orders be placed and expenditures made for capital equipment 
and plant construction. Furthermore, these approvals are for- 
mally recorded on company records. They are kept by the com- 
pany as a control and review of capital spending. It is from this 
record of approvals that the annual capital budgets are drawn up. 
The budgets are merely estimates of the amount of approved ex- 
penditures expected to be spent during the year. But the actual 
business decisions take the form of approvals, and it was the ac- 
tual decision that we wanted to put our finger on. 

With this information in hand we approached the National In- 
dustrial Conference Board, for over forty years the nation’s lead- 
ing organization engaged in impartial economic research and bus- 
iness analysis. We proposed that Newsweek finance a survey of 
capital appropriations which the Conference Board would conduct. 
Our recommendation was that every quarter the Conference Board 
would collect the appropriations data confidentially submitted to it 
by cooperating companies and then provide an objective analysis of 
that data. This arrangement was agreed to. The Board conducted 
preliminary studies on the feasibility of such an appropriations 
survey. They found that a majority of large companies not only 
keep records of appropriations but were willing to provide the 
Conference Board with this data on a confidential basis. So in 
early 1956, the quarterly survey of capital appropriations was 
launched, 

The survey covers the thousand largest manufacturing com- 
panies in the country. Experience has shown that capital outlays 
by manufacturing companies fluctuate much more widely than cap- 
ital spending as a whole. In addition, the top thousand manufac- 
turing companies represent two-thirds of the assets of the entire 
manufacturing field and spend three-quarters of all capital outlays 
made by all manufacturers. Thus the survey represents a large 
and probably the most volatile chunk of total capital spending in 
the country. Close to six hundred of these companies cooperate 
regularly submitting appropriation reports every quarter. These 
six hundred companies represent over three-quarters of the total 
assets of the thousand-company sample. 

Let’s review again the meaning of these appropriations data. 
The capital appropriation represents the formal company decision 
to spend for capital goods. It authorizes certain expenditures, and 
in many companies is called an authorization. Without this au- 
thorization. Without this authorization, the money cannot be spent. 
The actual expenditures may not appear for many months or even 
years after the appropriation, but the fundamental planning decision 
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has been made. Furthermore, from a marketing point of view, it 
is important to note that these decisions are frequently made long 
before the seller of capital goods is aware that such a spending 
decision is being considered. Thus we get the information about 
the spending decision at the time it is made. Furthermore, the 
appropriations figures are objective data; they are an historical 
record of basic management decisions. While appropriation ap- 
provals represent an historical record of past decisions, they cast 
a great deal of light on future activities. They foreshadow future 
events. 

In the capital appropriations survey, we collect a battery of 
statistical indicators which give you a complete picture of the 
capital spending decision process. Here is how it works. 

If you will look at the first table in the reprint of the latest 
Newsweek survey for the first quarter of 1959, we can examine the 
structure of the survey. When the first quarter of 1959 began, the 
thousand largest manufacturers had an estimated $5.87 billion of 
past appropriations which had not yet been used. To this backlog, 
they added $3.60 billion in appropriations newly-approved during 
the quarter. Of this total of $9.47 billion in appropriations avail- 
able, they spent or placed orders for $1.91 billion and cancelled 
$0.17 billion. This left, at the end of the quarter, $7.40 billion in 
appropriations as yet unused. Their actual spending in early 1959, 
shown in the last line, was $1.74 billion. 

Now every cooperating company submits each of these six 
items of information which go to form a consistent whole. Not 
only are we interested in the volume of new capital appropriations 
approved during the quarter, but we can also learn how large the 
volume of unused appropriations is and whether it is growing or 
falling. 

For example, we know how long appropriations already ap- 
proved will last at the current rate of spending. At the end of the 
first quarter of 1959, appropriations already approved would last 
over twelve months at the current rate of spending. 

From the cancellations figure, we can get another measure of 
business confidence; as cancellations fall, we can infer that busi- 
ness confidence is on the rise, and vice versa. Finally, we can 
also follow the trend in the actual spending of the companies 
whose appropriations figures we are collecting. And this is all 
available for every sector of the manufacturing industry. 

But the real test of any indicator is how well it works. For no 
matter how well I am able to demonstrate that the appropriations 
approach ought to work, that it made good sense, that it was inter- 
nally consistent, still you would be entitled to ask, ‘‘How well has 
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the capital appropriations study worked as an indicator in the 
past?’’ In our opinion, despite the relatively short time the sur- 
vey has been in operation thus far—and three years is fairly 
short—it has already offered striking proof of its usefulness as an 
indicator of future capital goods spending. 

For substantiation of that remark, please look at the chart en- 
titled, ‘‘Per Cent Changes in Capital Appropriations and Capital 
Expenditures.’’ This chart shows the percentage change for man- 
ufacturers’ appropriations in each quarter compared to the same 
quarter a year earlier, and the same percentage comparison for 
capital spending. The spending figures are taken from the Com- 
merce Department’s figures on capital spending by manufacturing 
firms. 

The chart shows how the appropriations series leads the spend- 
ing series. Capital appropriations are indicated by the red line 
and capital expenditures by the black line. You will note in the 
first quarter of 1956 that new appropriations were significantly 
higher—45 per cent—than a year earlier. The second quarter of 
1956 showed an increase in appropriations of about 34 per cent. In 
the third quarter of 1956, however, capital appropriations turned 
down significantly and showed a decrease over the previous year. 
It was not until over twelve months later, as indicated on the chart, 
that the spending line showed a decrease. In other words, the 
downturn in capital appropriations led the downturn in capital 
spending by over a year. 

Again, referring to the chart, appropriations hit bottom in the 
first quarter of 1958. This was six months before the spending 
decline hit bottom. It is also interesting that the decline in ap- 
propriations was of about the same size as the decline in spend- 
ing. Indeed, it would have been difficult, given the huge cutbacks 
in appropriations in 1956 and 1957, to foresee anything but a siz- 
able drop in spending in 1957-58. That is what Newsweek forecast 
at the time, and that is just what happened. 

The appropriation decision generally takes from six months to 
a year to be turned into capital spending—sometimes even longer. 
On this basis, the appropriations made in the first quarter of 1959 
can tell us what to expect in capital spending in late 1959 and early 
1960. The picture painted in our latest survey is a bright one. 
Compared to the first quarter of 1958, the latest appropriations 
data for the first quarter of 1959 were up 37 per cent. As you can 
see from the chart, the last time that new appropriations were 
above the year-ago level was in early 1956. 

Let us examine this latest increase in some greater detail. 
Here I refer you again to the reprint of the latest article from 
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Newsweek. Look at the second table in the reprint. This table 
shows the changes in new appropriations from the first quarter of 
1958 to the first quarter of 1959—for fifteen separate manufac- 
turing industries. Thus, the appropriations figures enable the 
market analyst to pinpoint changes in current appropriations and 
prospective spending by industry. 

The table shows that the durables industries had a spectacular 
increase in appropriations over a year ago; their appropriations 
were up 127 per cent. Non-durables, by contrast, were only up 
three per cent. The iron and steel industry was the big leader in 
this latest increase in appropriations, up by 339 per cent, but 
every industry except one was higher than a year earlier. The 
only exception was the chemical industry, which still seems to 
have problems of over-capacity. 

However, this should be noted about the chemical industry. 
This sector of the manufacturing field has been growing at a rate 
of about 4-6 per cent per year. This would indicate that even ina 
relatively short period of three years, production capacity would 
have to contend with an increase in demand of 15 per cent. There- 
fore, even though the chemical industry may have some temporary 
problems with over-capacity, it is not expected that this will last 
for a very long time. Furthermore, the lead time in plant con- 
struction in the chemical industry is several years. With the 
coming expansion of consumption and demand in the sixties, it is 
expected that the appropriations for the chemical industry will 
soon reflect their plans for this period. Another point that should 
be noted about the chemical field is that at the end of the first 
quarter of 1959, it still had almost $700 million of appropriations 
already approved for future capital spending. 

The whole pattern of durables increasing more than non- 
durables, with the steel industry far in the lead, is very reminis- 
cent of what happened in early 1955—the beginning of the previous 
boom. This corresponds closely to the picture of what generally 
happens in a business recovery and boom, 

Typically, the durable products lead non-durables both in the 
upturn and downturn. This is attributable to the fact that durable 
goods demand fluctuates over a much wider range than does non- 
durable demand. We need only recall that about a year ago the 
steel industry was operating at about 56 per cent of capacity. 
Today that figure is about 95 per cent. The swing in the automo- 
tive industry has been almost as great. Yet, a five per cent swing 
in food demand, on the other hand, would be of significant dimen- 
sions within that industry. Thus, in many respects the durable 
goods industries follow a feast or famine pattern. 
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Whether the current rise in appropriations will turn intoa 
boom, we don’t know yet, but probably in the next few quarters the 
nature of the changes in appropriations will make clear the full 
extent of the capital spending increase in 1960 and beyond. Ap- 
propriations, typically, rise sharply in the beginning of a recovery 
period. However, all evidence indicates that subsequent reports 
should also reflect a healthy outlook. The dimensions of the up- 
turn will depend on whether the chemicals and petroleum indus- 
tries, which have been lagging in appropriations until now, will 
join the recovery and give it their massive support. 

To summarize—a strong capital appropriations recovery is 
underway. Its full impact will not be felt in capital spending until 
later in the year and extending into 1960. In other words, the ef- 
fects of the increase in capital appropriations will be felt at just 
about the right time—in the second half of the year~—when the bene- 
ficial results of the inventory turn-around will have about ex- 
hausted themselves. Whether the recovery will turn into a full- 
blown boom will become clearer in the next survey or two. 

What are the prospects for capital goods spending for the 
years beyond 1960? By making a few simple assumptions, we can 
come up with a rough projection for the 1960’s which can serve as 
a guide for market potentials. Between 1948 and 1958, the Gross 
National Product increased 35 per cent in real terms, that is, after 
washing out the price rise. If we assume that this rate of growth 
will be continued in the next decade, then it follows that by the end 
of the 1960’s the G.N.P. in today’s prices will be about $200 bil- 
lion higher than this year. The total G.N.P. for the decade of the 
1960’s as a whole will be just under $6 trillion. 

We can also assume that the proportion of all goods and serv- 
ices going to capital spending by business over the next ten years 
will be about the same as it was in the 1920’s and also in the 
years after World War II. I omit the period of the great depres- 
sion of the 1930’s since I am confident it won’t be repeated in the 
1960’s. Following this guide lines, we can assume that roughly 
ten per cent of the G.N.P. will continue to be spent on capital 
goods. On this basis, the capital goods market in the 1960’s will 
be about $600 billion for the decade as a whole. It will average 
just under $60 billion per year, rising to almost $70 billion by 
1969, all in today’s prices. 

So far, I have been talking in terms of prices that will remain 
constant, an assumption which may be open tochallenge. Certainly 
the years since World War II have witnessed significant price 
changes. We might even call it inflation. In the post-war period, 
the price of capital goods has been rising even more rapidly than 
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for the crystal ball. 


that took place in 1958. 


pansion of construction expenditures in the near future. 


struction and equipment. 
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the general price level although to a large extent these increased 
prices reflect a tremendous increase in the efficiency and produc- 
tivity of these new machines and equipment. And in recent years 
this more rapid price rise has shown no sign of abatement. If 
these trends continue, the physical volume of capital goods in the 
1960’s would be somewhat lower than I have projected. So much 


Of especial interest to the marketing profession is the trend in 
the structure of capital spending, that is, in the relative propor- 
tion going to plant and equipment. Compared to the 1920’s, there 
has been a decline in the relative importance and size of construc- 
tion spending by business. This can be seen in the chart which 
shows the volume of plant and equipment expenditures separately 
in terms of 1958 dollars. In 1929 the volume of construction other 
than home building was slightly greater than the volume of equip- 
ment expenditures. During the depression of the 30’s, construc- 
tion fell far below equipment as replacement rather than expansion 
took up a much increased proportion of total expenditures. 

In the immediate post-war period the amount of spending on 
durable equipment, on machinery, took an enormous leap upwards. 
By 1948 equipment expenditures in real terms were more than 
double construction expenditures. Since that time, however, equip- 
ment expenditures in constant dollar terms have shown no upward 
trend while construction expenditures have been steadily rising. 
By 1957 equipment expenditures were only 40 per cent greater than 
construction expenditures. Thus, there seems to be a tendency 
for the pre-war balance between equipment and construction ex- 
penditures to reassert itself. Incidentally, while you still have the 
chart before you, notice the sharp drop in capital goods spending 


In this context, I might also mention that in our current News- 
week survey of capital appropriations, the cooperating companies 
are now supplying us with appropriations data broken down be- 
tween plant and equipment expenditures. This will provide an im- 
portant new indicator of future trends in spending on plant and on 
equipment. The results obtained thus far indicate no great ex- 


The near- 


term prospective rise in plant and equipment spending will em- 
phasize outlays for machinery. As we gain experience with these 
new data, they will become increasingly useful and worth keeping 
your eye on to spot changes in the markets for industrial con- 


Besides this new feature of splitting the capital appropriations 
approved by large manufacturers between plant and equipment, we 
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are also looking forward this year to expanding our survey still 
further. I am referring to the inclusion of the electric and gas 
utilities in our capital appropriations survey. Here I want to pay 
tribute to the fine cooperation we are receiving from the Edison 
Electric Institute and the American Gas Association. Once we get 
the utility business in the survey, we want to cover other aspects 
of the economy as well. I guess we won’t be satisfied until all 
business is included. 

It should be clear to all of you that I am optimistic about both 
the short-term and longer-term prospects for the capital goods 
market. The Newsweek appropriations survey clearly points to a 
significant rise in business spending for plant and equipment which 
should pick up steam in the second half of this year and extend into 
1960. The significant improvement in corporate profits and steady 
increase in depreciation allowances also support this view. 

For the next decade too I see a continued expansion in the 
capital goods market. To be sure, we may have a few reverses in 
capital goods spending over the coming ten years, but the strong 
upward growth trend of the economy should limit these downturns. 
The capital goods outlook as a whole will be one of a strong and 
growing demand. 

My longer term optimism is strengthened by (1) the sharp 
snap-back from the recent recession in capital goods, (2) the con- 
tinuing technical progress evident in the year-by-year record rate 
of spending for research and development, (3) the coming popula- 
tion boom of the sixties, particularly the expected sharp rise in 
household formation in the second half of the decade, and (4) the 
constantly-upward trend in capital investment per employee and 
the reduction in the ratio of production workers to the total work 
force. Obviously, as you reduce labor in-put, the number of ma- 
chines must be constantly increased. It is my feeling that the 
constant wage pressures being put on management by powerful 
unions will lead to a further reduction in manpower requirements 
in the production industries and a further increase in the utiliza- 
tion of machines. I think perhaps the astronomical increase in 
appropriations of iron and steel industries gives some indication 
of management’s thinking within that vital field. 

Finally, with rising incomes and a growing population, we can 
expect a powerful impetus from the consumer goods sector to 
stimulate the necessary business investment in plant and equip- 
ment and thus help satisfy the nation’s quest for an even higher 
standard of living. 
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MARKETING PLANNING FOR 
INDUSTRIAL MARKETS 
OF THE 1960°S 


B. E. Estes* 


EFORE we start to talk about ‘‘Marketing Planning for the 

Industrial Markets of the 1960’s,’’ it may be helpful to spend 
just a few minutes on definitions. That will make it possible for us 
to start our discussion on the basis of Some common understanding. 

We all use the term ‘‘industrial markets’’ every day, generally, 
as the opposite of ‘‘consumer markets.’’ I am sure we have sub- 
stantial agreement among us as to this distinction. But, perhaps, 
it is desirable for me to emphasize the wide scope of ‘‘industrial 
markets’’ as I shall use the term. The natural place to turn for 
a definition of this sort is to the 1948 Report of the Definitions 
Committee of your own American Marketing Association. This 
Committee does not define ‘‘industrial markets’’, directly, but 


it does define ‘‘industrial goods’’ in these words: 


Goods which are destined for use in producing other 
goods or rendering services as contrasted with goods 
destined to be sold to the ultimate consumer. 


The Report goes on to enumerate some of the major categories 
of industrial goods, and to list some of the major types of buyers 
which constitute the market for such products. While I am in 
complete agreement with the scope of the definition itself, in the 
interest of completeness I would like to see the lists of industrial 
products and industrial buyers expanded. 

I include in industrial marketing the marketing of such products 
as machinery and equipment; raw materials and components; building 
materials; operating supplies; building and structures of many 
types; fertilizers and insecticides; power, fuels, and water; and a 
multitude of services, ranging from engineering to advertising to 
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transportation. Correspondingly, I include among industrial buyers 
not only manufacturing industry, but also mining and other ex- 
tractive industries; transportation companies; construction con- 
tractors of all kinds; governmental agencies; institutions, public 
and private; financial organizations; farms; and even persons 
supplying services, such as doctors or motel operators. 

The Definitions Committee emphasizes, as I do, that most 
goods may enter either industrial or consumer markets, depending 
on the use for which they are purchased. For example, the sale 
of an automobile for use by a salesman in making his calls is 
actually an industrial marketing operation. 

Perhaps, it is equally important to point out, since we are 
interested in marketing, that goods entering industrial markets 
while bought by companies and other organizations, are purchased 
as the result of recommendations and decisions made by people, 
but people acting in many different capacities—as purchasing 
agents, as industrial designers, as engineers, as writers of 
specifications, as farmers, as government officials, as school 
board members, and so forth. The marketing task is to sell these 
people on the ability of the products made by our companies to 
serve well the needs of the organizations they represent. 

While we are defining ‘‘industrial markets’’ we must recognize 
that ultimately products of all types soldinsuch markets contribute 
to fulfilling a need or desire of a consumer. In some cases this 
relationship of industrial and consumer markets is close and direct 
as in the case of a steel.sheet becoming the roof of an automobile 
which is purchased by one of your neighbors. In other cases, the 
relationship is distant and indirect, as for example, a piece of paper 
mill equipment used to produce paper which is converted into a 
bag and ultimately used to contain the items which you purchase in 
the supermarket, or a road grader used in building the new high- 
way on which you will travel on your vacation trip. 

In addition to the term ‘‘industrial markets,’’ our title used 
the expression, ‘‘marketing planning.’’ The same AMA Committee 
I mentioned a moment ago, defines ‘‘marketing plan’’ in these words: 


A program covering all methods and procedures for 
marketing the product or products of a company. 


In writing this definition, it appears that the Committee was 
thinking of a program for a year or two ahead, or for a specific 
product or group of products. They recognized, I am sure, that 
many plans are relatively short range, and subject to changes in 
approach and direction from time to time, as in an advertising 
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or promotional program. They also recognized, I suspect, that 
broader and longer range plans by their nature are less likely to 
be worked out in detail, and may really be only an approach or 
general attack on a marketing problem. Certainly, in covering 
as vast an area as I have been assigned today, I shall have to con- 
fine myself to approach and point of view. 

Now, what about the industrial markets of the 1960’s? For 
many years there have been articles written and speeches made 
about the golden era of the sixties. Some writers and speakers 
seem to feel that the ten years beginning January 1, 1960 will 
automatically become the most prosperous decade in our history. 
Certainly, this period can and should be a prosperous period, 
but it is dangerous to feel at any time that prosperity is assured 
and that we can relax with nothing to fear. Actually, perhaps, the 
one thing that could cause us the most trouble in the sixties would 
be just this feeling that prosperity is assured, and we need do 
nothing except sit back and enjoy it. 

Let us take just a minute to review briefly some recent econo- 
mic history covering the last four decades. Many of us can recall 
the 1920’s when business generally was excellent, and the talk 
of the day was of a new era of unending prosperity. Stock prices 
were bid up in the belief that in a few years the inevitable growth 
in earnings would justify the prices that were being quoted. 

The next decade, the 1930’s, taught us that this theory of con- 
tinued economic growth without check was only a theory, not an 
accomplished fact. The great depression and its aftermath, which 
continued really until the start of World War II, caused many 
people to adopt a new theory, the theory that economic stagnation 
was the sort of condition we had to expect permanently in the 
future. Mass unemployment and unused productive capacity were 
the problems of the decade, and we were not very successful in 
solving either. 

The decade of the forties is best characterized as the period 
of the great war and its aftermath, andthe principal problem during 
this period was one of survival. Fortunately, this problem was 
solved at least for that moment. However, all economic activity 
was devoted to winning the war with everything else of a second- 
ary nature. After the end of the war, we discovered that our 
productive capacity in almost every industry was inadequate and 
that instead of economic stagnation we had unparalleled economic 
growth ahead. 

Consequently, in the immediate postwar period and during most 
of the fifties, we were busily engaged in adding to and modernizing 
our productive capacity which had been neglected during the 
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thirties and subjected to a heavy strain during the war. With hind- 
sight, it is easy now to look back and See that this period was, per- 
haps, aS muchas any period can be—the era of automatic prosperity. 
For most of the world, and even in our country, the necessity of 
rebuilding our plant and equipment, and restocking our families 
with automobiles, housing, appliances, furniture, and the like now 
seems so obvious that it is difficult to understand why we couldn’t 
have foreseen it more clearly ten or fifteen years ago. 

However, the rebuilding and restocking job is now practically 
completed. For the first time since the war, our productive 
capacity is adequate, both in size and quality to take care of current 
markets. The rest of the world, particularly Western Europe, 
has also reached the point where productive capacity is sufficient 
to satisfy current market demand. As a matter of fact, this has 
created a new major problem for U. S. business men, the problem 
of competition for domestic markets by producers in foreign count- 
ries. This problem, once limited chiefly to certain consumer 
goods, is nowanimportant consideration in many industrial markets. 

That brings us up to today. Atpresent, we have throughout most 
of the world the highest standard of livingin history, but a standard 
which varies widely from country tocountry. Wehave the plant and 
equipment and the know-how to produce an ever increasing quantity 
of goods and services of anever improving quality. The job we face 
in the sixties, and particularly as marketing men, is to make sure 
that these opportunities are realized and that our accomplishments 
are equal to the challenge that lies ahead. 

Now, what is likely to be the most outstanding characteristics of 
the 1960’s? No one can know for sure, of course, but I suspect that 
it may be a period in which some rapid and major changes take 
place. Every period involves some change; but at times the rate 
of change speeds up under the stimulus of major technological, 
economic, or sociological developments. In recent years, change 
has accelerated until, compared with earlier periods in human 
history, it has become almost explosive; and it seems possible 
that the stage is set for even more rapid change in the decade 
ahead. 

Before considering this subject, however, it might be well to 
remind ourselves of some of the things which could occur to check, 
or even reverse, the widely anticipated growth and prosperity of 
the 1960’s. One, obviously, is global war. Another is runaway 
inflation. A third is greatly increased government controls of 
business, which would reduce the effectiveness of our free enter- 
prise system. A fourth could be a long and deep depression. 
Undoubtedly, there are others; but without predicting any of these 
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it is plain that each is possible, and that the shining sixties could 
tarnish before our eyes. 

On the other hand, looking at the situation in another way, there 
could be a major ‘“‘breakthrough’’ of some sort which would alter 
the course of history. For example, this could come in the area 
of health—a cure for cancer, control of heart disease, the elimination 
of mental illness. Unlikely as it appears at this moment, a lasting 
peace might be achieved. A low cost means of purifying sea water 
could be developed, leading to the opening up of vast desert areas 
to agriculture and industry. A practical means of weather control 
could be discovered. Any of these is conceivable. In fact, looking 
ahead to a broader sweep of years than a mere decade, all might 
even be regarded as probable. 

These are the sorts of things which might require a complete 
revision of marketing planning if not for all industry, at least for 
major segments. In a period as short as ten years, however, 
evolutionary changes are more likely than revolutionary changes. 
But, if even these evolutionary changes should be more rapid and 
more far-reaching than in the past, as I have suggested, the role 
of marketing will take on a stature and significance far above its 
present position, 

The key to successful marketing at any time is to anticipate 
change, to move with change, to take advantage of change, and even 
at times, to foster change. In this direction, lie success and 
profits. Conversely, I question that any individual, any business, 
any industry, or any institution ever succeeded for long by resist- 
ing a change which was sound economically and socially. Market- 
ing can, in many cases, bring about more rapid change to serve its 
objectives, but only when the change is basically sound and in 
tune with the times. 

The challenge and problems of the sixties will be varied, the 
potential will also be great. The opportunities presented by new 
technology and by new methods are limitless. We shall see new 
industrial markets develop, possibly replacing some that are basic 
today. Within industries we shall see divergent growth trends as 
some products and some markets decline while others gain new 
impetus. Competition will become ever keener, and the inroads 
of competitive materials and of competitive processes will have 
to be countered on every side. Design service, the tailoring of 
product to the customer’s needs, will be greater than ever before; 
and cost reduction will be vital. The confident, aggressive front 
runner will have all the advantage compared with the fearful back- 
ward-looking, rear-guard fighter. 
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What, then, must our marketing of industrial products attempt 
to do in this coming era of change? 

First, clearly, we must try to look ahead to the future, fore- 
casting our markets not only quantitatively in broad totals, but 
qualitatively in significant detail. We must be aware of declining 
markets for particular products and product lines which may exist 
within expanding total markets. We must be alert to do something 
more than merely project past trends blindly into future periods. 
At the same time in all realism, we must recognize that there is 
an element of projection in any forecast; and we must, therefore 
be continuously alert to revise our forecast, or any segment of it, 
if necessary, and correspondingly to alter our marketing plans. 

Second, we must establish a marketing objective within the 
framework of that forecast, which will represent our plan for 
successful operation under the condition which we foresee. 

Third, we must recognize what will be required on the part 
of our companies to attain these objectives in terms of producing 
facilities, new products and improvements in present products, 
costs, marketing programs, personnel, and all the other factors 
which contribute to success in the market place. 

Fourth, we must carry out our marketing plan effectively, and 
yet keep it sufficiently flexible so that it can be changed with 
changing conditions. 

Fifth, we must evaluate the results we are achieving as we 
go along, so that we may correct before it is too late any weak- 
nesses, either in our plan or our execution of it. 

If we do all of these things, and do them effectively, we can 
help make the 1960’s a golden era for our national economy and 
for our companies selling in industrial markets. 


THE INDUSTRIAL DISTRIBUTOR AND 
HIS POSITION IN THE MARKET 
OF THE 1960'S 


Walter F. Crowder* 


have organized my comments today into four parts: 
First, I shall talk a little about the industrial distributor— 
who he is and how he operates. This should aid communications 
since we’|l all be using the same definitions. 

Second, I shall analyze briefly some of the conditioning forces - 
both economic and technological - that will shape the business 
environment of industrial distributors in the 60’s. 

Third, I’ll try to appraise the effect of these environmental 
factors on distributor operations. 

And, fourth, I’ll offer, for what it is worth, my own forecast 
of the position of the industrial distributor in the markets of the 
60’s. 

We have defined an industrial distributor as an independent 
business organization that sells production and maintenance tools, 
equipment and supplies to industrial users (broadly defined) in his 
trading area. A distributor buys, takes title to and stocks in his 
own local warehouse these industrial products. He can represent 
a few or many manufacturers, carry a few hundred to 50,000 items 
in stock. He is classified by the Census as a wholesaler. 

It would help, I think if I list some of the products which are 
included in ‘‘production and maintenance tools, equipment and 
supplies,’’—grinding wheels, twist drills, taps and reamers, hand 
tools, calipers, micrometers, rules, gages and other precision 
measuring devices, V-belts, conveyor belts, transmission belts, 
hose, pipe, valves, gears, sprockets, sheaves, pulleys, speed 
reducers, motors, bearings, light machine tools, bolts, screws 
and all sorts of fasteners, chain, wire rope, pumps and compressors, 
portable electric and pneumatic hand tools, hoists, shop equipment. 
In fact, the whole range of products usedby industry for production 
and maintenance, 
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As these products move from the end of the production line 
of a manufacturer through distribution to the tool cribs or stores 
of ultimate industrial users, all the old familiar marketing functions 
are performed. In this movement, there are three principals—the 
manufacturer of the product, the distributor, and the ultimate 
industrial user. Each principal performs some of the marketing 
functions. And, the mix is always changing. This raises the prob- 
lem of who gets paid how much for doing what. 

Let me cite a couple of examples. When a manufacturer sets 
up a branch warehouse inadistributor’s city, he takes over some of 
the stock carrying function of the distributor. Or, an industrial 
buyer may decide to cuthis tool cribinventory from 60 days’ supply 
to 30 days’ supply and push the stock carrying function back on the 
distributor who is obviously going to have to carry more stock 
than he did on the old basis. 

With almost every one of the marketing functions, there is 
a constant shifting of responsibilities among the principals. The 
point is each function must be performed. But, ‘“‘by whom’’? 
The answer to this question becomes critical. 

Historically, and currently, industrial distributors have assumed 
responsibility for the performance of a substantial segment of 
the marketing functions in the movement of goods of the type 
considered here from manufacturer to user. As far as his own 
manufacturing sources are concerned, he performs the essential 
functions in the most economical manner and thus justifies his 
existence. And, for the ultimate industrial buyer of the products, 
he affords the most economical method of procurement. Both use 
the industrial distributor because it is the cheapest way of getting 
the job done. 

Is there anything emerging in the markets of the 60’s that will 
upset the distributors’ apple-cart? In seeking out an answer to 
this question, I’ll take up the second part of my assignment, namely, 
the economic climate and the character of the production processes 
in which distributors will be operating. 

You will note I’ve included production processes as well as 
economic climate. The products distributors stock and sell are 
used in industry but if the nature of industrial processes and 
techniques change, so will the specifications for many products. 
The requirements for stocking and selling these new products 
may be such that distributors must substantially modify their 
operations. Otherwise, distributors different from those we have 
known will emerge. We are thus concerned with more than the 
magnitude of the market. We are also interested in the character 
of the changes in production itself. This part will be brief because 
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the extrapolators and projectioneers will undoubtedly give you a 
thorough going over during the course of this conference. 

Most experts are agreed that the 1960’s will be a period of 
substantial growth for U.S. industry. It will, however, be a period 
of intense competition and will be plagued by painful dislocations 
that always take place at such times. Assuming that humanity 
doesn’t embark on a course of universal extermination, the 
nation’s population is expected to increase from its present 170 
million to 210 million by 1970. Supplying the needs of new citi- 
zens—first as children, then as adults forming new families—will 
certainly put an economic burr under our saddle blanket. 

Our gross national product has increased at an average rate 
of 3.4 per cent per year for the past eleven years and a $700 
billion GNP is predicted by 1970. 

Manufacturing capacity has increased by two-thirds since 
1950 and, in the next decade, 52 per cent more capacity will be 
provided. These new facilities will largely be in new locations 
and the output will be new products that are hardly on the drawing 
boards yet. 

Our 65 million work force now provides an average family 
income of $4,900 a year. By 1970, though only about 80 million 
persons will be either old enough or young enough to work, family 
income is expected to reach $6,200. This spread of national 
wealth will support consumer spending of nearly $500 billion. 

Industry must greatly increase its productivity per worker 
if we hope to produce a 50 per cent greater national product with 
only a 23 per cent larger work force. This really puts on the heat 
for modernization, mechanization and improved processes and 
techniques. 

This period of industrial growth we are entering will not be 
like the expansion eras of the past. Wehave all read the glamorous 
taglines the pundits have conjured up to describe it - the Missle 
Age, the Atomic Age, the Scientific Sixties (the Jet Age seems 
already passe’). While we may not agree on the label for the 
period ahead, we’ll all admit we’re in for a technological and 
management revolution. A quick review of only a few of the 
changes will show what we can expect. 

In nucleonics, missiles and jet-propulsion, we have brand 
new giant industries that were virtually unknown a decade ago, 
The mushrooming growth of youthful industries with glamorous 
and exotic new products— electronics, chemicals and petrochemicals 
are the standouts—has been equally spectacular. 

New products with little known properties—beryllium, zirconium, 
magnesium, titanium, super-alloys and high-strength glass— 
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are revolutionizing production processes in both new and established 
industries. New techniques like spark machining, explosive forming 
and ultrasonic welding are spreading rapidly. Newdevelopments in 
material blending and laminating have opened up a whole new 
technology. 

Automation already dominates many of our largest plants and 
its penetration into medium-sized plants in various forms has 
speeded up remarkably in the past two years. 

The trend of spending for research and development indicates 
that a real ‘‘research boom’’ is now underway. Research and 
development expenditures of American business were 20 per cent 
higher in 1957 than 1956, and 1958, a recession year, was 12 per 
cent over 1957. Expenditures for research are now running at 
the rate of about $9 billion annually (compared to projected annual 
capital spending of $34 billion). Fruits of this research will be 
thousands of new products and processes - some of which doubt- 
less will spawn entirely new industries as well as revolutionize 
many of those that exist now. 

Stiff competition and the threat of higher labor costs provide 
plenty of steam for this urge to modernize and develop new prod- 
ucts. Even more incentive is provided by the realization that U.S. 
consumers with their greatly increased discretionary spending 
power will not be coaxed into spending it unless products and 
services are offered that are radically different from today’s 
staples. Also, new industries like rocketry and electronics 
demand new materials—high-strength, corrosion resistant, tem- 
perature resistant metals, fitted to closer tolerances than pre- 
viously required. And tools of unprecedented wearing ability 
and precision are a necessary corollary. 

Changes brewing in the organization and management of U.S. 
industry are just as revolutionary as the product and process 
innovations. 

Mergers will provide an answer io industry’s need for pooled 
resources and talent for the expensive new developments being 
planned. Air travel and air freight has solved the transportation 
problem of many a national company with branches. Electronic 
data processing is making centralized control of far-flung opera- 
tions feasible. 

So much for the economic climate of the 60’s. This brief 
listing should suggest the ‘changing nature of the business en- 
vironment within which industrial distributors will operate in 
the next decade. 

Now, for the third part of my story, I will point out some 
of the forces which will be exerting pressures on distributors 
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in the 60’s. Some of these may be classified as trends that are 
already with us. But their effects will be speeded up by the 
economic and technical changes that will dominate the 60’s. 

To heighten the clarity of my vision as I peered into my 
crystal ball, I asked a panel of 75 perceptive brethren in the 
industry for their confidential appraisal of the forces at work and 
their evaluation of the position of industrial distributors in the 
markets of the 60’s. I posed my questions to 40 of my manufacturer 
friends who sell all or a part of their output to industry through 
distributors. They certainly have a stake in distribution and are 
quick to sense the slightest change. And, I posed somewhat 
Similar questions to 35 of my distributor friends from all parts 
of the country. I got a wealth of very thoughful, analytical and 
frank comments. What I say from here on in is largely colored 
by the thinking of my panel of manufacturers and distributors. 

As I go over the mass of material, certain ideas keep cropping 
up in the stated comments of manufacturers and distributors. 
And, in most cases, good logical grounds were cited to support 
the positions. Seven trends or movements or pressures bear 
reporting— 

1. Industrial buyers are cutting their stock inventories and 
pushing the stock carrying function back on distributors and 
their suppliers. This is more than a recession phenomenon, 
There is abundant evidence that a permanent change in the buying 
policies of many industries is under way. Traditionally, large 
plants have kept well-stocked inventories of perishable tools, 
MRO supplies and parts running into the hundreds of thousands 
of dollars. But today’s professional purchasing men are keenly 
aware of the high cost of carrying stock. They are appraising 
the distributors in their plant cities and placing their business 
with those who maintain adequate stocks and have management 
knowhow. 

There is nothing new, of course, in distributors’ carrying 
full stocks for small customers, and distributors themselves 
hasten to admit that the stocking function should be one of their 
strongest selling points. But assumption of the stocking function 
for the nation’s largest concerns is something else again. For 
one thing, many distributors lack the capital for such an inventory, 
so the performance of the function reverts back to suppliers. 
The new buying policies are not an unmixed blessing. They have 
a tendency to stimulate prodigious demands for small orders 
on rush delivery. The burden for this expensive service falls 
on distributors as well as their suppliers. 
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2. There are changes underway in another aspect of purchase- 
ing that is also having far-reaching repercussions. I’m speaking 
of the spread of blanket order purchasing. This is a natural 
outgrowth of customers’ desire to shift the full stocking function 
back on the vendor plus a desire to get rid of unnecessary paper- 
work in purchasing. It can also be used with deadly effect to 
erode established prices. 

The practice is not new in settled industrial sections. It has 
been employed for years for certain highly specialized products 
such as those on army and navy specifications and supplies for 
aircraft. But in the last three years it has spread to national 
concerns in almost every industry. There are, however, certain 
factors impeding its extension. From the buyer’s point of view, such 
a tie up with one vendor tends to deprive his company of the con- 
tinuing flow of ideas and creative selling which he should stimulate 
in all his suppliers. 

The blanket order is essentially a long-term contract for 
future delivery of supplies at stated or unstated intervals, with 
transactions recorded by release numbers and invoicing deferred 
to once a month. Prices may be firm for the entire period or open 
at intervals for changes. The typical contract will require the 
distributor to stock a specified amount of back-up inventory, and 
it may or may not guarantee to reimburse him for obsolescence in 
case the usage is discontinued on short notice. 

Most distributors are highly suspicious of blanket ordering 
because they have had bitter experience with its use as a price 
weapon in the hands of buyers. In many cases, the contracts have 
incited highly frenzied bidding and the winning bidder has found 
himself involved, not in large, profitable orders, but in a costly 
procession of small deliveries paid for at quantity prices. Further- 
more, he has run the serious risk of being stuck with surplus 
merchandise at the contract’s expiration. 

On the other hand, blanket ordering in its most desirable 
form has been a distinct boon to both the distributor and his 
customer, If not abused as a price lever, it can insure the dis- 
tributor of a steady volume of business and enable him to plan 
turnover and services for utmost efficiency. It can insure the 
customer of scheduled deliveries against his planned production 
needs and save him the cost of warehousing. And, both buyer 
and seller can dispense with much routine paperwork. 

3. The method of pricing in the industry is undergoing radical 
change. It is felt by many that the old list and discount method 
of pricing lends itself to the price cutting which has become a 
real problem in recent years. The problem is further complicated 
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because the discount itself may be based on conditions existing 
a century ago when it was established. These same people feel 
that quantity pricing on a net basis and with the differentials 
adjusted to modern service demands would bring suggested resale 
prices in line with actual going prices in the market. 

What worries distributors today is that national concerns are 
becoming larger and more potent as market influences, and the 
fact that some of their purchasing executives are expounding a 
theory that contains an upsetting piece of logic. These buyers 
argue that the big companies don’t actually need many of the 
services on which distributors have traditionally prided them- 
selves. These purchasing agents are saying in effect: ‘‘Why 
should we, with our large volume purchases, support the services 
distributors must provide for smaller customers only. We know it 
costs less to produce and sell in large volume, and we don’t care 
about distributors’ average cost of doing business.,’’ 

4. Great technological changes in the production processes 
employed in plants served by distributors are sure to come in the 
60’s. These will entail substantial changes in the products 
supplied by distributors. Technological change is not a new 
phenomenon, but its speed of advance is certainly unprecedented. 
As manufacturing becomes more complex, customers demand many 
new or drastically altered products and the profusion of special 
types and sizes presents both suppliers and distributors with 
a serious stocking and shipping problem. 

Technological change exerts pressure on distributors from two 
directions. There’s the sometimes gradual, sometimes rapid 
evolution of the familiar staple products distributors sell— 
either changes in their construction, or their replacement with 
improved models that are still used in familiar applications. 
Plastic pipe, ceramic cutting tools and laminated plastic and 
leather belting are examples of such products. 

There’s also the relatively sudden emergence of entirely new 
product groupings in fields that previously had only limited 
industrial potential. Examples are control equipment for auto- 
mation and measuring devices for missilry with gradations in 
ten thousandths. Many such products have uses in established 
industries that distributors have been servicing for years, 

5. The distribution industry, taken as a whole, has a definite 
obligation to provide coverage of emerging markets, either through 
the expansion of existing outlets (largely through branches) or 
through the establishment of new concerns, 

Pressure for wider coverage of markets is exerted on dis- 
tributors by both customers and suppliers. The suppliers view 
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industry’s wide dispersal witha mixture of anticipationand concern. 
Will distributors provide adequate coverage if the new plants, in 
previously undeveloped areas, are large and demanding in the scope 
and volume of products they use? Or, are more distributors need- 
ed? How can distributors organize their efforts to sell highly 
specialized products in lightly industrialized regions where special- 
ized merchandising can’t be justified? 

From the large customer’s point of view, this last question is, 
of course, irrelevant. He only knows he has substantial potential 
to offer, and cannot understand why more distributors have not 
sprouted like satellites around him. As a manager of a large new 
plant in an outlying, medium-sized city expressed it recently: 
‘We expect to spend $100 million in fabricated and shelf items 
this year, and 90 per cent of this will be spent outside our local 
area because of the lack of local sources. The men and companies 
who fail to realize what is going on here really have their heads 
in the sand.’’ 

6. The problem of working capital will continue to plague 
distributors. This has been serious for a large percentage of 
supply firms throughout the past decade of growth. Distributors 
have managed to expand their plants and inventories, but many of 
them are finding it increasingly difficult to accumulate the necessary 
funds for investment in complete stocks of all the lines they have 
contracted to handle and in manpower adequately trained to sell 
them. As products become more complex, more specialized and 
longer wearing, they also become more expensive. If specialist 
salesmen must be hired to sell them, still more initial outlay is 
required. 

7. Distributors have been exposed to a net profit squeeze 
for the past six or eight years. They are caught between mounting 
operating expenses and relatively static gross margins. Last 
year, 183 distributors reporting to the National Industrial Dis- 
tributors’ Association showed net profit after taxes of only .77 
per cent on sales. This is an average of the operating results 
of the 183 companies. Fifty firms out of this total were actually 
in the red! 

Perhaps security and love of the job are important rewards 
of owning a business. But, this level of profits hardly guarantees 
security and continuity. Distributors at the bottom of the profit 
scale might well look at the substantial number of supply firms 
selling the same products to the same classes of customers, at 
the same margins, who are making after-tax profits of three and 
four percent. These firms in the top profit columns are different 
from the others in two important respects: They are better man- 
aged, their salesmen are better trained and controlled and thus do 
a competent job. 
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Neither manufacturers nor distributors see much possibility 
oi: relief in the form of broader margins. The more far-seeing 
distributors are looking critically within their own organizations. 
They are making changes in their ways of doing business that they 
anticipate will cut three or four percentage points off their operating 
expenses. 

Distributors, then, are being subjected to strong external 
pressure to stock more, to blanket order, to adjust to changes in 
their pricing methods, to keep up with technological change in 
products and processes and to provide more thorough territory 
coverage. Internally, they feel the heavy pressures of the capital 
squeeze and the profit squeeze. What actions and reactions will 
result in the 1960’s? 

I come now to the fourth and final part of my talk. Here I 
would like to point out some of the things that will be happening 
to industrial distributors in the 60’s. These are personal obser- 
vations but from a good vantage point. Inan individualistic industry 
such as this one, responses to pressures are infinitely varied and 
all the forces at workareinterrelated. While there are undoubtedly 
scores of developments that could be mentioned, I’1l] list five. 

First, there will be a substantial increase in the tempo of 
specialization in selling. A larger share of available business 
will be captured by firms that carry ample stocks of at least a 
limited line of products and do a technical selling job on these 
products. 

Specialization may take two forms. In adjusting to market 
demands, old established broad line houses will departmentalize 
into a score of product specialties with over-riding specialty 
salesmen, For example, there may be a cutting tool department 
with a sales engineer assigned to service customers and back 
up general line salesmen. Other departments might be power 
transmission, materials handling, industrial rubber goods, safety, 
pipe valves and fittings, fluid power components, pumps and 
compressors, fasteners, and so forth. 

Specialization will also be manifest in separate concerns that 
concentrate their sales and product efforts on a single line or 
two. We already have power transmission specialists, cutting 
tool specialists, materials handling specialists, fastener special- 
ists, pipe valves and fitting specialists—to name a few. These 
have been with us for a long time. But the pressures of the 60’s 
will support further developments. Manufacturers of technical 
products must have representation in emerging markets—if not 
through traditional distributors, then through others. Industrial 
buyers want access to the newer products—if not through traditional 
distributors, then through others. 
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The trend toward specialty distributors will accelerate in the 
next ten years because of the demands for more technical know- 
ledge and broader stocks of individual product groups. It will 
be impossible for many distributors to increase inventories in line 
with heavier demands and pay for the higher priced products un- 
less they concentrate on relatively few lines instead of many. 
Aggressive promotion of products to customers, logical direction 
of sales efforts and close control of turnover are obviously more 
difficult for the supply firm with 500 lines than in the company 
with only 50. Specialization also provides the climate for better 
organization of methods and management techniques throughout 
the company. And, mechanized materials handling aids are more 
readily adaptable to an operation that handles products of similar 
size and shape. 

In areas where industry is not yet heavily concentrated, product 
specialization is much more difficult than in major industrial cen- 
ters. However, customer specialization is a natural interim devel- 
opment and this limits the number of lines to some degree. It has 
been practiced for years in coal mining and the oil fields, to name 
two industry examples. 

Suppliers are agreed that specialization of some kind is 
mandatory if distributors hope to penetrate the newer technical 
fields with products that require technical know-how in their 
application and sale. While innovations on old line products can 
be readily handled by typical supply salesman, many, many of the 
newer products require a higher level of know-how. Suppliers of 
such products must look elsewhere to market them unless they can 
interest a distributor in setting up a specialized department or 
hiring salesmen with experience in the field. 

Second, and as an aspect of this specializationin response to the 
increasing technical nature of products and processes, will be a 
greatly stepped-up program of recruitment and training. There 
will be an upgrading of the calibre of salesmen and an intensification 
of training by both distributors and manufacturers. 

The pressure for better training of salesmen is not the idle 
carping of cynical purchasing agents. It’s something that today’s 
buyers, and the engineers who influence purchasing, not only 
insist on but are confident they can find—if not in distributor 
salesmen, then in salesmen from some other kind of vendor. 
As chief buyer for a Western firm manufacturing guidance 
systems for missiles expressed it to one of our editors: ‘‘There’s 
no room in my schedule for the salesman who just peddles a 
catalog and expects a requisition. If he isn’t ona level to com- 
municate with our tooling engineers on specific problems, or show 
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us something new each time he calls, he’s wasting our time and 
his.’’ While a knowledge of design engineering for the control 
mechanisms was not a requirment for distributor salesmen, precise 
understanding of exotic metals and tools for machining them and 
measuring the results definitely was. 

Third, better management is the most urgent need in the supply 
industry today. I believe that by the 70’s we will see substantial 
improvement. Without good management methods, which have been 
sorely lacking even in some of the largest and most influential 
supply firms, there can be no consistent charting of objectives, 
no real sales training, no coherent programs to reduce expenses, and 
no individual control over pricing. 

The distributor profit squeeze began to be painful two years 
before the 1957-58 recession, and the past two years of low profits 
have convinced most alert distributors that they must save them- 
selves by their own efforts if they hope to survive. A full-scale 
management and methods development program is now underway in 
a number of areas. Here are a few current, positive programs 
that will be continued and intensified. 

The application by management of the results of distribution 
cost analysis will become widespread. New studies on the profit- 
ability of lines and the profitability of customers are throwing an 
urgently needed spotlight on such problems as how to make lines 
show a net profit, how and where to specialize, and how to correct 
innumerable operating inefficiencies. One hundred distributors 
are now cooperating in an industry-wide attempt to collect this 
cost data. Great strides will be made in this direction in the 60’s. 

The industry has sponsored three short courses for distributor 
executives at the Harvard Business School and more are in the 
offing inthe.60’s. Anindustry-wide management audit was conducted 
by Dr. George Wilkinson, a consultant specializing in distribution. 
Dr. Wilkinson will be holding regional seminars for supply firm 
managements on methods improvement. 

Distributors of all sizes have shown agility in adopting new 
paperwork methods. Mechanization of office procedures, with the 
wealth of control data that automatic processing makes possible, 
is revolutionizing distributors’ outlook on costs because they now 
have a tool that will cost every segment of their business. Right 
here in Cleveland, about six months ago, IBM made its first 
installation of RAMAC equipment in the distributionindustry. Many 
distributors have this and similar equipment on order for installation 
in the 60’s. 

These changes in management methods and attitudes are over- 
due. In 1970 there will doubtless still be many supply firms that 
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can manage to get by with seat-of-the-pants management, but I’m 
confident that a steadily increasing number will find that they 
cannot get away with it. 

Fourth, branch warehousing by suppliers will continue to grow 
so long as the necessity exists to backup distributors with reserve 
stock. Most suppliers have added branches reluctantly, since 
branch operation can be costly. Instinctively, they feel that local 
stocks are one of the distributor’s reasons for existence, and this 
attitude is widely shared by the more progressive distributors. 

There is no question that a branch warehouse provides a 
jumping-off place for direct selling if a supplier becomes con- 
vinced that distributors are not providing adequate coverage. 

However, the small distributor views this threat as minor 
beside the risk of losing orders from large customers who insist on 
rush deliveries and substantial back-up stocks. Suppliers whose 
established distributors have not penetrated new areas and markets 
will see that new distributors get their lines if this coverage is not 
provided. They cannot afford to wait for competitors with factory 
branches or regional suppliers to capture choice new markets. 

Some suppliers with strong distributor networks have avoided 
the use of branches and others have attempted to solve the problem 
with so-called master distributorships—where a central-city supply 
firm services small distributors in an area. This arrangement 
works for certain product lines but it limits the supplier’s ability 
to develop strong support from the satellite distributors. 

Fifth, I’ll try to answer the question, ‘‘How and by whom will 
the market be served?’’ New distribution methods will certainly 
be tried by some suppliers in the 1960’s. Agency-distributors, for 
example, who are handling many of the expensive precision products 
in competition with traditionally organized houses may grow in 
numbers and importance. Some of the staple lines now under 
heavy price pressure could conceivably be channelled through an 
industrial super-market type of operation but this, like the agency- 
distributor, would sooner or later take on the coloration of the 
more conventional specialist distributor. 

It is possible that we shall see more specialists who handle 
several competing brands. If ‘*X Company’s’’ line comes under 
heavy price pressure and its distributor margins are eroded, many 
of its established distributors will lose interest in promoting it. 
The line could then become a natural for a specialist who had 
learned how to operate on the lower margin through fast turnover 
and large lot sales of similar products. However, since he could 
not do this with dissimilar, noncompeting lines, he would become 
the distributor for several competing lines and provide them with 
fairly rationed support. 
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While I am not suggesting this course of action, and realize 
how upsetting it would be to this industry to have its fine tradition 
of single-line distribution undermined at the fringes, neverthe- 
less we know that if a channel of distribution becomes unworkable, 
some other method is bound to take its place. 

On the other hand, there is a definite trend on the part of many 
suppliers to limit the number of their distributor outlets. Last 
year, in fact, one supplier cut the number of his distributors in 
half. His aim was to increase his support of his strongest dis- 
tributors and thus motivate them to do a better job of both special- 
ized selling and territory coverage—in short, to surpass, with one 
good motivated supply firm, the volume attained by two indifferent 
firms. This practice of selective distribution has worked in the 
past with marked success. 

Some manufacturers may revert to more direct selling in the 
60’s because pressure from large customers has driven margins 
too low to elicit distributors’ active support for their lines. Oth- 
ers may sell more direct because they cannot get adequate sales 
coverage from distributors for their new technical lines. But, 
for every supplier who leaves distribution channels, its’ likely 
that another will be standing by the door to getin. It is also 
quite possible that those who leave the fold will be back inside after 
several years of struggle with the high cost of direct selling on a 
nationwide basis. 

As I look ahead at distributor programs in these five areas, 
I’m really talking about what the alert, progressive distributors will 
be doing to strengthen and improve their positions. There is thus 
an upward biasinmy projections, This industryis no different from 
other highly individualistic fields. There is always a substantial 
group that (one) denies the existence of change, (two) fails to 
recognize the need for adjustment and (three) resists improvement. 
There is a devilish perversity inthis. Those who need improvement 
most are the last to recognize the need. On balance, however, I’ll 
cast my vote with the forces of englightenment. 

We can rest assured the next decade will be an era of change 
for distributors and their suppliers. It will take more than ten 
years for the dust to settle and reveal the extent of these changes. 
We can rest assured, however, that several important shifts will 
take place. Some of the important changes that take place within 
the distributor network will automatically correct deficiencies. 
The trend to specialization will put distributors in a far stronger 
position to handle the technical selling function. The industry- 
wide drive for better management will put them on the road to 
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recovering their lost profits, and help them develop the capital and 
human resources they need for better market coverage. 

The assumption of more of the selling and stocking function by 
suppliers is not, in my opinion, sucha serious threat to distributors 
as it seemed at first glance. The new industrial markets will be 
vast andhighly technical. They require a full, active participation by 
both partners in the distributor-supplier partnership and I doubt 
that in the heat of competition, either side will have time to stop and 
argue about who is bearing the bigger burden. Suppliers will be 
deeper in the distribution function than they have ever been. Of 
one thing we can be sure, both partners must sell harder and man- 
age better if they hope to produce profits and survive. 
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NEW REQUIREMENTS FOR INDUSTRIAL 
MARKETING IN THE 1960°S 


Arthur J. Tacy* 


am one of The Lonely Crowd of those who have the courage and 

the imprudence to play the role of forecasters. My thesis is 
that in the 1960’s we shall see a revolution in industrial marketing 
as profound as that which took place in the marketing of foods and 
other consumer non-durables in the ’30s and ’40s, and in consumer 
durables in the ’40s and ’50s. In a sense, however, this is nota 
forecast of what will happen, but of what can happen if the as- 
sumptions on which my thesis is based are correct. One of the 
basic assumptions is that you and your associates in industrial 
marketing will discern the economic and technological changes 
taking place in the segments of the industrial market you serve 
and will take forthright and prudent action in altering your in- 
dustrial marketing practices to take full advantage of the op- 
portunities thus created. 

Change begets change. Although our industrial economy is 
dynamic, even volatile in some respects, its sheer magnitude 
and interrelationships results in an element of relative stability 
which I believe makes it possible to discern today the conditions 
wnich may be expected to result in major changes in industral 
marketing in the next decade. What are some of these changes 
and their implications? 


1. Decentralization 


The first is decentralization of the industrial customers we 
serve. By decentralization, I do not mean simply geographic 
dispersion or relocation of plants. This 7s taking place, and it 
will add complexity in the physical distribution of our industrial 
goods; but far more important is the trend toward decentralization 
of decision-making authority. As your customers grow, they 
tend to decentralize their activities into relatively autonomous, 


*Arthur J. Tacy, Industrial Marketing Consultant, General Electric Company. 
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homogeneous business enterprises~each making its own decisions 
concerning purchasing policies and practices. This means that 
you may no longer be able to consider a firm as one customer, but 
rather as a family of customers. You willsee a trend toward many 
more points of purchase, resulting in wider deployment of your 
field organizations to ‘‘cover all the bases.’’ 

Those of you who sell to the Government know that the number 
of purchasing points for some products has grown to several 
hundred, the latest to join the parade being hundreds of individual 
Post Offices. Decentralized industrial purchasing places a tre- 
mendous burden on marketing—to establish new contacts, to find 
the persons making purchasing decisions, and to keep abreast 
of frequent personnel changes. 


2. Diversification 


More and more, we shall find that the firms who are our 
customers or suppliers are also our competitors. Each of our 
customers will increasingly find the need for ‘‘make or buy’’ 
decisions, and, if the answer is “‘buy,’’ for deciding on his source 
of supply. We shall see major changes in the organizations and 
objectives of the industries and customers we serve. 

Diversification of your customers into new fields will en- 
courage you to offer new products and services and to provide for 
a tremendous increase in variations in purchase specifications 
and requirements. You will find that flexibility will become 
the key to successful industrial marketing, supplanting the former 
gold standard of personal relationships stemming from years of 
continuous contact between one salesman and one purchasing agent. 


3. Increase in Competitive Choices 


There has been a great deal of talk lately about concentration 
in industry, implying some limitation of competitive action in 
the market-place. As industrial marketers, you probably wonder 
(as I do) where this exists. Our industrial customer has now, and 
to an increasing degree will have, great breadth in his choice 
among competitive offerings. In some cases, this is the result 
of more suppliers of like things. For example, in 1939 there were 
132 manufacturers of electric motors; by 1947 there were 253; 
and in 1954 the number had increased to 309. A second choice 
our industrial customer has now, and which will increase in the 
1960’s, is among functional alternatives to the product or service 
that we are offering. I am sure that you are most conscious of 
competition among quite dissimilar materials, processes and 
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functional approaches to industrial problems. If your business 
is packaging, plastics, fabrics or finishes, for example, you are 
in competition, I dare say, not only with manufacturers of the 
same type of product you offer, but frequently with entirely dif- 
ferent materials. 

This means that in estimating and forecasting your market po- 
sition, you must consider not only how youare doing in competition 
with others offering similar products, but also your progress in 
competition with functional alternatives to your products. If you 
don’t, you may well discover that you have become nothing more 
than ‘“‘the leading manufacturer of buggy whips,’’ or some other 
obsolete product. 


4. Mechanization and Automation 


A fourth important discernible change in the industrial cus- 
tomer results from his accelerating drive for labor saving, 
time saving and quality control equipment of all types, both in 
the factory and in the office. I am sure that the requirements of 
this increased mechanization and automation for dependable and 
almost instant service are readily apparent. This trend will 
have important effects on relationships between customer and 
suppliers. 

In the case of components for mass-produced items, such as 
hermetically sealed motors for a compressor manufacturer, it 
is necessary for us to become essentially an extension of his 
production line. Deliveries not only must be precisely on schedule, 
but quality control becomes paramount—the customer just can’t 
shut down! 

In a word, the drive for labor savings by our customers through 
automated equipment has literally forced us into partnership with 
our customers; the demands on us as a Supplier are different 
and much greater. 

The growing trend toward mechanization and automation means 
two things to us as industrial marketers—it presents an opportunity 
for market development and it demands important advances in our 
marketing efficiency. We must, and in the 1960’s we shall stream- 
line our marketing for quicker response to changing conditions, 
better and faster communication, integration of a comprehensive 
commercial intelligence system, and physical distribution of our 
products on a continuing flow basis paralleling the in-process flow 
in our factories. 

As a case in point, we have outlined for one of our businesses 
a system in which 50 warehouses will! report to three factories 
by wire, by means of a five-part tape, the demands oa and product 
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flow through each field warehouse. We expect a saving in time 
of two to three days compared with mail communication, resulting 
in reduced inventory requirements, better customer service and 
lower total marketing cost. 


5. Professional Purchasing 


Hand in hand with the growth in standardization of industrial 
equipment of all types, the advance in competence of purchasing 
organizations has resulted in an increasingly important role for the 
purchasing departments in buying decisions for standard equipment 
and supplies. Purchasing offices have become increasingly know- 
ledgeable about products and product applications. This is il- 
lustrated by the great strides being made in value analysis. Pur- 
chasers have gained the initiative with respect to many of their 
suppliers. They have obtained better prices than they had pre- 
viously, and have been more demanding ofthe service they receive. 

The insistence of the purchasing agent on the most competitive 
price possible has made it increasingly important for the salesman 
to understand completely the value of his productin the customer’s 
application and the operating costs of his product versus com- 
petitors’ when applied to the customers’ requirement. In a word, 
the salesman has to sell the function—not just the hardware! 

Demand for increased competence on the part of the salesman 
and much further flexibility on the part of the sales organization 
appear as two key requirements on the supplier. 

There must be increased sales specialization of two types-one, 
more specialized knowledge of the individual customer’s industry 
and processes, to facilitate marketing of integrated systems; the 
other, product specialization to conform with growing special- 
ization and decentralization of responsibility in the customer’s 


purchasing function. 
6. High Cost of Wrong Decisions 


Stemming from all of these developments, a final discernible 
change in the industrial customer results from the impact of 
these and other developments on the customer himself—he has 
become a much more complex fellow to deal with. His growth, 
diversification, use of automated equipment, high costs and so on, 
have carried him into an increasingly vulnerable position with 
respect to his break-even point. He can no longer afford the 
luxury of many mistakes. He is confronted constantly with the 
high cost of wrong decisions. For example, Mr. L. L. Colbert, 
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President of Chrysler, in recent testimony before a Senate 
Committee, said that: ‘‘Two bad guesses, and we can easily be 
out of business,’’ 

The customer’s decisions on what he buys, and how he wants 
to buy it, must be much sharper than a few years ago. He has 
learned shrewdly how to get the greatest benefits from his vendors, 
warehouses and services. He has learned how to appraise con- 
tinuously the value of our product offerings in at least three 
important ways. 

First, as against direct competition; second, as against funct- 
ional competition (such as our electronic control versus somebody 
else’s pneumatic control); and third, against a totally different 
use for his funds, such as modernizing equipment versus an 
increase in his advertising budget. 

It is apparent that the most important change in our industrial 
customer is that he has become a fast moving target. Woe be 
unto the supplier who attempts to focus on him from a fixed, 
rather than a tracking mount! 


7. Implications 


Now, what does all of this mean to us as industrial marketers? 
What approaches can we take in the 1960’s to deal with these 
changes in the industrial customer and with the conditions that 
will result? I am sure that there are many for each industry 
and company, but I should like to mention a few that we have 
found appropriate for our own businesses. 


1. Customer-orientation 


First, we are trying to manage each of our businesses in 
such a way that everyone in them recognizes the need to take 
care of the customer’s changing requirements. We try to do 
this by managing in what we call a customer-oriented way or, 
a little more formally, in what we call the marketing concept. 


The first requirement in living up to this philosophy of cus- 
tomer orientation is, we think, the right state of mind. 

A second requirement of customer orientation is knowledge- 
knowledge of precisely what the customer considers to be value. 
We hope and believe that we understand four basic facts of life: 


1. That our customers’ verdicts—for us~—or against us— 
will depend not on ouy appraisal of the value of our 
offerings to him, but on his appraisal. 
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2. That our customer’s ideas of value change with his 
shifting circumstances. We must keep abreast of 
these changes and strive to anticipate them. 


3. That our competitors can raise hob withour customers’ 
ideas of value, and that when competitors are hurting 
they tend to use the easiest thing totinker with—price. 


4, Value, in the customer’s eyes, is not only product, 
not only service, not only price. It’s the combination 
of all three, and includes such important items as: 
performance, safety, pride of ownership, delivery and 
installation, reputation of the manufacturer, service 
after the sale,and terms of payment. 


All of these are harder, yet more profitable, to utilize 
than the final one—price. 


By striving for this right state of mindand always considering 
these four basic facts of life, weare constantly trying to achieve 
a much greater degree of customer orientation. 


2. Sensing Real Customer Needs 


The second important implication for the supplier in these 
changes is the need for knowing quickly andaccurately what our 
customers are thinking. To do this, we feel we must put up our 
antennae in a planned, orderly manner to try and sense the 
customer’s real rather than his superficial needs. (And the 
big payoff here is to sense this need, ahead of the customer.) 

This sensing action is more than just marketing research in 
its more simplified definition. It involves a complete and 
continuing customer pulse-taking by everyone who comes in 
contact with the customer, starting with the salesman. This 
sensing step is essentially the ‘‘engine’’ in the marketing 
concept vehicle—it’s what really makes it go. 

It is evident that our research job willbe much more complex 
in the 1960’s because the customer himself is becoming more 
complex, due to his decentralization, diversification, wider 
competitive choices and more sophisticated purchasing. 


3. Communication and planning 


A third implication for the industrial marketer grows out 
of the second. It is the needto take what is learned via sensing, 
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and communicate this information throughout the organization 
to insure that every decision involving manufacturing, engineer- 
ing, marketing, or any other function is taken with a full under- 
standing of the impact of that decision on the needs and wants 
of our customers. 

We have found a function we call product planning to be an 
effective way to achieve this. Product planning, inour business- 
es, is a function of marketing, along with sales, advertising, 
marketing research, product service, and soon. The product 
planning manager becomes the liaison between marketing (or, 
in effect, the customer) and the people whodesign and manufac- 
ture the product. No matter how it’s done, the need here is for 
timely business decisions to meet customer requirements, 

Improved communication is needed—not only for guidance in 
day-to-day marketing actions but, more importantly, for a re- 
lated urgent need and one which industrial marketing must face 
up to in the next decade, that of developing specific, detailed, 
written marketing plans for the business. It is astonishing that 
in this day and age so many major marketing commitments are 
made as a matter of expediency rather than as a contribution 
to a well-conceived basic marketing plan, Every industrial 
marketer should ask himself—and be able to answer—such 
questions as: What are the basic philosophies and objectives 
of this business? What resources do we have that give us 
competitive strength? What are our weaknesses? 

For what products, for what markets? Are we innovators, 
striving for market development, or improvers, seeking a 
bigger slice of the present market? Is our aim to market 
selectively, through product and market differentiation, or to 
‘‘play the field’’? 

A marketing plan based on answers to these and many other 
profound questions will be facilitated if you have and use a good 
communication system. 


4. Sales Specialization 


A fourth implication, and one obviously of tremendous im- 
portance, is the need for adapting sales organizations to handle 
their assignments in this changing industrial market with a 
much higher degree of specialization. 

At one time, in serving our industrial customers, we found 
it entirely appropriate to have a single sales representative as 
principal contact with the customer for our apparatus or 
heavy industrial products. He needed broad familiarity with 
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the products and their applications, but in the more specialized 
or complex situations, he was backed by product specialists 
and application engineers. 

Although we find this approach still essential in many in- 
stances, we have found that the same industrial customer may 
purchase from us in a number of varying ways. For instance, 
the IBM Corporation may purchase from us plant equipment as 
an integrated system; they may buy transistors from us to 
place in their equipment, and here we call them an original 
equipment manufacturer; they will buy supply and maintenance 
equipment from us or from our distributors; they may buy 
certain defense equipment from us where we might be acting as 
a sub-contractor for them. 

These varying roles of the customer require treatment by 
sales organizations and sales representatives especially equip- 
ped and trained for these specific kinds of transactions. 

This process of further specializing, whether by market, by 
customer industry, by compatible product lines, or even by 
single products, is a continuing one. The mix, we feel, must 
be continually shaped and applied to suit most closely the 
needs and wants of our customers. This is certainly the pay- 
off stage: selling a customer-oriented product or service 
through a customer-oriented sales organization. 


5. Control of Marketing Costs 


It is evident from what has been said that the industrial 
marketer’s job will become infinitely more complicated in the 
1960’s. Unless forthright steps are taken to prevent it, an 
increase in our marketing costs would seem inevitable. In 
fact, some of the manufacturers with which we have discussed 
this question are forecasting an increase in their marketing 
expense ratio. Complacency in this matter can be suicidal. 
Some of the actions I have mentioned can help to stem the 
trend. In the great mass of industrial products sold from 
stock, there is a tremendous opportunity to improve dis- 
tribution and cut its cost by adopting (andadapting to our needs) 
some of the methods used so successfully by consumer’s goods 
people (notably the food companies). In one of our businesses, 
for example, we plan to have some 20 regional distribution 
centers from which we will serve about 200 branches and our 
customers. The centers will be highly mechanized and com- 
puterized. We expect to be able to give much better customer 
service with about half the inventory lockup. A valuable 
by-product from this arrangement is the wealth of sales 
statistics that will be made available, on tape, with the means 
for almost continuous compilation, analysis and communication 
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among branches, factories and suppliers readily at hand. 
The prospect is enough to make the industrial marketing 
researcher drool! 


Summary 
In summary, we see as major changes in the industrial customer: 


- His growth, decentralization and diversification. 

- The increase in his competitive choices. 

- His drive for mechanization and automation, 

- His advancement in professional purchasing, and 

The high cost to him of wrong business decisions. 


Among major implications to us, as industrial marketers, we see 
the need for: 


- Customer-oriented marketing, making application of 
the marketing concept a way of life—not just giving it 
lip service. 

- Sensing real customer needs. 

- Communicating these needs and applying them to market- 
planning and the making and implementing of business 
decisions. 

- Sales specialization, and finally 

- Urgent need for marketing cost control. 


Many other significant changes in the industrial customer and 
corresponding implications for industrial marketing management 
will occur to you. If you will study your industrial customer, 
objectively and continually, and if you will take the indicated 
action, your performance in the market shouldbenefit. Your efforts 
in continually ‘‘taking the pulse’’ of your industrial market will be 
facilitated if you know and use correctly the improved information 
sources which will be outlined by speakers following me on this 
program. 
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NEW SOURCES OF INDUSTRIAL 
MARKET RESEARCH DATA 


A. Industrial Market Research Data 
from the Federal Government 


Edward T. Crowder* 


A number of interesting things are happening to the statistical 
programs of the Federal Government. Some of these affect 
data related to industrial marketing in fairly direct and obvious 
ways. Others affect data which are related less directly but 
which would appear to be useful, if not vital, to intelligent market 
appraisal and forecasting. 

This reflects in part the fact that the programs of the Federal 
Government touch our economy at many points, and the uses of the 
data which these programs generate are to a degree limited only 
by the ingenuity of the analyst. If industrial marketing means 
selling products for which the consumers are factories and other 
business establishments, institutions, and government agencies, 
then almost any solid bit of information about these factories, 
firms, institutions or agencies might turn out to have value to 
the resourceful market analyst. Unexpectedly useful facts may 
turn up in unsuspected places, and there are no doubt highly 
important specific uses of Federal data known to some of you 
in this room about which we in the Bureau of the Budget might 
never know unless you were to tell us. 

A logical starting point is the Bureauofthe Census. Presumably 
you look to the quinquennial Censuses of Manufactures, Mineral 
Industries, Business, Agriculture, andGovernments for information 
about the varied establishments to which you sell, or with which 
you compete, and about the channels of distribution for your 
products. Between the censuses you no doubt find helpful the 


*Edward T. Crowder, Office of Statistical Standards, Executive Office of the 
President, Bureau of the Budget. 
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annual surveys of manufacturing and the interim Facts for Industry 
reports as well as the other current series in these several fields. 
Your interest in population as a background for market projections, 
and your more specific interest in employment by occupation and 
industry, will have led you to the decennial population censuses 
and other population reports. Some of you have used information 
about the housing inventory and changes in it from the decennial 
Census of Housing and intercensal housing survey data. Some of 
you no doubt subscribe to the detailed reports on commodity ex- 
ports and imports, andothers may have turned to the Transportation 
Division for special survey data on modes of transportation and the 
geographic movement of commodities. 

Between census years you will have looked also to County 
Business Patterns, the joint product of the Bureau of Old-Age and 
and Survivors Insurance and the Bureau of the Census, based on 
social security records and showing the distribution of establish- 
ments by county, cross-classified by industry and by employment 
size class. 

Concern with the farm market will have led you to the extensive 
statistical program of the Department of Agriculture. To the 
degree that you measure your market in terms of the production, 
distribution and consumption of mineral products, you will have 
become a frequent user of the comprehensive mineral statistics 
of the Bureau of Mines. If you have found employment data by 
industry and occupation useful in your analysis, you will have 
looked to the Bureau of Labor Statistics and its extensive current 
employment statistics program. 

Beyond these better known comprehensive sources of marketing 
guides, the data tend to become more specialized, often less obvious, 
and too numerous to catalogue. Thus, an interest in tobacco 
products might lead one to the Internal Revenue Service. The 
Bureau of the Census, the Army Corps of Engineers, the Maritime 
Administration and the Fish and Wildlife Service all contribute 
something on the shipping industry. Other transportation problems 
may lead to the Interstate Commerce Commission, the Civil 
Aeronautics Board, the new Federal AviationAgency, or the Bureau 
of Public Roads. The Federal Power Commission and the Federal 
Communications Commission are logical sources for data on gas 
and electric utilities and on the broadcasting industries, re- 
spectively. Hospital suppliers might consult the Public Health 
Service, while purveyors of bank accounting machinery will find 
useful data from the bank regulatory agencies. The source of 
current data on synthetic organic chemicals is the United States 
Tariff Commission, which also makes studies of industries in- 
volved in ‘‘escape clause’’ and other tariff decisions. 
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You did not come to this session on industrial marketing to 
hear a discussion of statistical measures of the consumer market 
or general economic indicators. Nevertheless, we of the Office 
of Statistical Standards would be disturbed if we did not believe 
that such data play an important, if not an essential, role in in- 
dustrial market research in its more sophisticated forms. Permit 
me, then, to remind you of the measures of the gross national 
product and the national income, and related components of the 
income and product accounts of the Office of Business Economics; 
the measures of consumer, wholesale, and farm prices of the 
Bureau of Labor Statistics and the Agricultural Marketing Service; 
the Federal Reserve index of industrial production; the quarterly 
data on actual and anticipated plant and equipment expenditures 
prepared jointly by the Office of Business Economics, the Securities 
and Exchange Commission, and the Interstate Commerce Commis- 
sion; and the measures of the labor force, employment and un- 
employment of the Bureau of Labor Statistics and the Bureau of 
the Census. Just as there are fairly direct guides to the markets 
for producers goods, so too are there guides to consumer markets 
on which these producer markets ultimately rest—the Censuses of 
Population and Housing, consumer expenditures studies, data on 
retail trade, consumer finances, and consumer buying intentions. 

Let us assume that you have discovered that the Business and 
Defense Services Administration of the Department of Commerce, 
with its Office of Distribution and various industry divisions, has 
assumed a responsibility for disseminating to you data useful for 
specific marketing prcblems and explaining how it may be used. 
This involves consultation and correspondence and a publication 
program which includes industrial market guides and maps, a 
monthly Distribution Data Guide, and industry reports and bulletins. 
Similarly those of you concerned with foreign markets will have 
turned to the Bureau of Foreign Commerce with its advisory 
service and publication program on foreign markets and foreign 
trade. Some of you may have learned that the Small Business 
Administration includes in its management aids to small business 
advice on the marketing uses of Government statistics. 

With this background as to what we mean by Federal statistics 
useful for industrial marketing, we may turn now to the questioa 
of what is new. As most of you know, we are at a particularly 
active point in the cycle of periodic censuses. We have taken the 
quinquennial Census of Governments for 1957, and the data are 
beginning to appear. The quinquennial Censuses of Manufactures, 
Mineral Industries, and Business for 1958 are being processed. 
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The quinquennial Census of Agriculture will cover 1959, and plans 
are well under way for the decennial Censuses of Population and 
Housing for 1960. 

This new crop of censuses does not, ingeneral, involve a radical 
departure in data content from the patterns already familiar to the 
experienced user of census materials. But in the context of this 
discussion they are in an obvious sense new sources of data. They 
update our knowledge on many matters of vital concern in industrial 
marketing and will be used until the five-and ten-year cycles begin 
to produce a new crop of censuses in the middle 1960’s. Since 
Dr. Eckler has given a systematic discussionofthem earlier today, 
there is no need for me to do more than pick out certain salient 
points of special interest in this session, 

Generally the censuses will be accomplished more rapidly, thanks 
to the development of electronic data processing and sampling. As 
Dr. Eckler has pointed out, a higher quality of data is expected to 
result from improved procedures, including self-enumeration, 
quality control, and electronic data processing. 

The economic censuses and the population data will embody the 
new Standard Industrial Classification as recently revised in 1957. 
Some of you may have participated in this revision—an interagency 
effort carried out under Bureau of the Budget leadership with wide- 
spread participation by industry advisory committees sponsored 
by the Advisory Council on Federal Reports. It brings up to date 
the industrial classification last revised for manufacturing in 1945 
and for non-manufacturing industries in 1949. Obsolete class- 
ifications have been dropped and new developments inthe structure 
of industry have been recognized by new groupings. The Standard 
Metropolitan Statistical Area classification to be used will be 
essentially that used in the last censuses, but will embody recent 
revisions affecting about 20 per cent of the areas. Both of these 
classifications, incidentally, are to be used not only by the Census 
Bureau but by other agencies as well. 

As to specific content, one of the most significant new features 
will be the inclusion of a distribution of manufacturers’ sales by 
class of customers for groups of products. The list of products 
produced and of materials consumed in the manufacturing census 
has been reviewed and to some degree expanded. There will be 
new data on maintenance and repair expenditures and on value of 
fixed assets and depreciation accounts. 

The publications will include a new type of bulletins showing 
for each four-digit industry group and for each county a distribution 
of manufacturing plants by number of employees. A series of 
bulletins of this type containing 1954 data has recently appeared 
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under the joint sponsorship of the Bureau of the Census and the 
Office of Area Development of the Department of Commerce. 

The forthcoming population, housing, and agricultural censuses 
will be along generally familiar lines. From the population census 
more data will be available for small areas, and the census 
will include new data on broad commuting patterns. The Census 
of Housing includes among other things new inquiries on water 
supply and house structure, and will measure the components of 
change in the housing inventory since 1956. The 1957 Census of 
Governments is the first large scale census in this field in 25 
years. It will provide extensive detail including county data on 
local government finances and, for the first time, employment. 
One interesting by-product of the census will be the availability 
on a cost basis of mailing list data for local governments including 
school districts by size. 

In addition to the periodic censuses, what is happening in the 
various current programs that would be of special interest in 
industrial marketing? Perhaps the most important development 
concerns construction statistics—a notorious problem area. Under 
a recent interagency agreement, the Census Bureau assumes 
responsibility for collection and compilation of construction statis- 
tics, including the programs heretofore carried out by the Bureau of 
Labor Statistics and the Business and Defense Services Admin- 
istration. The current budget request includes funds for fundamental 
improvements in the data, which are expected to involve a new 
series on residential maintenance and repairs, revision of the 
series on value of new construction put in place, and revision of 
the monthly series on housing starts, with broadened coverage 
and better articulation with periodic census data. Projections in 
the construction area would still be a responsibility of BDSA. 

Funds are being requested in the new budget to improve the 
accuracy of foreign trade statistics. The export commodity 
classification has recently been revised, and plans are being made 
to revise the import classification. Exploration is going on of the 
feasiblity of producing data on air freight shipments in foreign 
trade. 

Let me touch briefly on a number of other items of interest in 
the current program of the Census Bureau. Gaps are recognized 
in the Facts for Industry program, andit may be assumed that some 
of them will be filled as resources become available. Experimental 
work is under way to measure value added by wholesaling to obtain 
a limited amount of commodity detail from retailers. There is to 
be a one-time sample survey of agriculture which would measure, 
among other things, the uses of agricultural machinery and the 
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Office of Area Development of the Department of Commerce. 
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will be along generally familiar lines. From the population census 
more data will be available for small areas, and the census 
will include new data on broad commuting patterns. The Census 
of Housing includes among other things new inquiries on water 
supply and house structure, and will measure the components of 
change in the housing inventory since 1956. The 1957 Census of 
Governments is the first large scale census in this field in 25 
years. It will provide extensive detail including county data on 
local government finances and, for the first time, employment. 
One interesting by-product of the census will be the availability 
on a cost basis of mailing list data for local governments including 
school districts by size. 

In addition to the periodic censuses, what is happening in the 
various current programs that would be of special interest in 
industrial marketing? Perhaps the most important development 
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a recent interagency agreement, the Census Bureau assumes 
responsibility for collection and compilation of construction statis- 
tics, including the programs heretofore carried out by the Bureau of 
Labor Statistics and the Business and Defense Services Admin- 
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series on residential maintenance and repairs, revision of the 
series on value of new construction put in place, and revision of 
the monthly series on housing starts, with broadened coverage 
and better articulation with periodic census data. Projections in 
the construction area would still be a responsibility of BDSA. 

Funds are being requested in the new budget to improve the 
accuracy of foreign trade statistics. The export commodity 
classification has recently been revised, and plans are being made 
to revise the import classification. Exploration is going on of the 
feasiblity of producing data on air freight shipments in foreign 
trade. 

Let me touch briefly on a number of other items of interest in 
the current program of the Census Bureau. Gaps are recognized 
in the Facts for Industry program, anditmay be assumed that some 
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phenomenon of contract farming, and farm construction since 
1956. The 1960 budget requests funds for improving sales and 
inventory statistics for manufacturing, and retail and wholesale 
trade. As to County Business Patterns, the tabulation of OASI 
data, there are hopes for doing it annually, with a much shorter 
time lag and for relating it to Census Bureau data. 

Using County Business Patterns data for 1956 the Office of 
Distribution of the Business and Defense Services Administration 
has recently initiated a series of industrial market guides and 
maps. The first report, dealing with the footwear industry, is 
now in the process of being published. Another recent BDSA con- 
tribution of special interest is its issuance in 1957 of an excellent 
finding aid for Government materials and services useful in 
marketing, entitled Activities and Services of the Federal Govern- 
ment in Distribution Research—A Summary Report. 

One shrinks from attempting to catalogue the new or recent 
activities of the Department of Agriculture in which industrial 
market analysts might find leads on the agricultural market. I 
shall content myself with mentioning one recent project which should 
be of considerable interest: a 1957 sample survey which obtained 
through interviews detailed information on the use of a wide 
variety of types of machines and equipment. 

The program of the Bureau of Mines also discourages sys- 
tematic discussion in a short paper. One significant development 
for marketers is the recently inaugurated quarterly survey of the 
distribution of bituminous coal, supplying information on the 
movement of coal from producing districts to marketing areas. 
Regional offices of the Bureau are working on marketing studies 
of significant mineral products. The first, soon to appear, covers 
sulphur in California and Nevada. An annual survey of mineral 
industries to be conducted jointly with the Bureau of the Census 
is scheduled to begin with 1959, carrying forward annually ona 
sample basis the type of information obtained in the quinquennial 
Census of Mineral Industries. 

Business users have shown some interest in a body of data 
developed by the Bureau of Labor Statistics referred to as an 
occupational-industry matrix, showing the occupational distribution 
of workers within individual industries. These data have not been 
considered suitable for publication but, used with due caution, 
may yield valuable insights. Presumably the data will be brought 
up to date in terms of new sources and new classifications as 
resources permit. 

Some of you with interests in the medical field may have found 
marketing uses in the fairly recent National Health Survey—a con- 
tinuous enumerative household survey of the nation’s health, based 
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on a somewhat novel probability sampling technique. Again, the 
National Office of Vital Statistics is moving toward comprehensive 
coverage of marriage and divorce statistics through registration 
procedures analogous to those used for births and deaths. I cite 
these examples out of recognition of the fact that your interests 
may lead you well beyond the statistics obviously thought of as 
economic, 

Some of the more interesting current statistical developments 
concern the broader measures of the economy and the economic 
indicators which, while they are used for economic policy deter- 
minations both public and private, must also contribute to your 
judgments in the field of marketing. Much of this activity centers 
around the framework of the so-called national accounts, including 
the gross national product, national income, and related components, 
the balance of international payments, the flow-of-funds, and the 
input-output data. The Office of Statistical Standards recently 
sponsored a painstaking review of the national accounts bya 
committee of distinguished economic statisticians, which rec- 
ommended various improvements in the accounts and the basic 
data on which they are built. The Bureau of the Budget has 
chosen to develop and present its own major recommendations 
for improvements in economic statistics in terms ofthe framework 
and requirements of the main bodies of national economic account- 
ing data. One objective of this emphasis on the national accounts 
is to insure that data in a variety of fields form an integrated 
system and are consistent with respect to concepts, classifications, 
timing, and other characteristics. 

A variety of improvements in this general area of basic 
economic statistics is now under way or contemplated. Thus the 
current budget request for the Office of Business Economics 
includes funds for renewed activity in the field of input-output 
Statistics. Input-output data take the form of an elaborate table 
of rows and columns showing for any selected industry, both its 
purchases from each of the other industries and its sales to each 
of them. It thus summarizes in very broad terms the market 
relationships among industries. Such a table for four-digit in- 
dustry groups was prepared on the basis of 1947 data and initial 
plans are now afoot to prepare a more up-to-date but much more 
highly aggregated (two-digit) table. It would be based essentially 
on Census data, but would entail presumably the collection of 
supplementary data when necessary for the required detail. 

Another key economic measure, presumably of interest to this 
group, is the Federal Reserve index of industrial production with 
its various components. This has recently been revised. The 


| 


284 MARKETING KEYS TO PROFITS IN THE 1960’s 


revision, soon to appear, involves among other things the use of 
more recent data for weighting, a new base period, and a new and 
supplementary industry classification, which may be of interest 
in broad market analysis. It involves a rearrangement of industry 
aggregates into three categories, consumer goods, intermediate 
products, or material, and equipment; and gives more industry 
detail. As a result, for example, chemical produced as inter- 
mediate products will be shown separately from consumer products, 

Other projects which are under way, or for which funds are 
being requested, include improvement of the several price indexes 
(involving among other things better pricing of producers’ capital 
goods); productivity estimates; quarterly savings and investment 
data as an adjunct to the flow-of-funds data of the Federal Reserve; 
exploratory work concerning financial data for unincorporated 
business; experimental work on consumer buying intentions; and 
monthly data on electric power used by industrial establishments. 
There are eventual plans for better data on prices paid by in- 
dustrial users and for quarterly expenditures data for state and 
local governments. 

I have made no pretense of being exhaustive in this review of 
Government programs and recent developments in them. I am 
fortunate to be able to announce that just a few days ago the Office 
of Statistical Standards released a new and revised edition of its 
booklet Statistical Services of the United Slates Government, 
available from the Government Printing Office. While not es- 
pecially concerned with marketing uses this bulletin presents 
brief descriptions of the principal economic and social statistical 
series collected by Government agencies under about fifty subject 
headings. Appended are a supplementary list of agencies and their 
statistical responsibilities and a statistical bibliography. 

There are many ideas afloat for improving statistical programs 
which I have not discussed. Since a substantial new undertaking in- 
volves technical and budgetary review at several levels, such 
embryonic plans and aspirations could be talked of only tentatively, 
if at all, even were there time to do so. Presumably some of them 
will develop. Speaking in general terms I ederal statistics will 
presumably benefit in the coming decade from the speed and 
accuracy offered by electronic data processing, from growing con- 
cern with and control over the quality of data collected, from the 
economy and control supplied by probability sampling techniques, 
and from the interchange of ideas, such as this meeting affords, 
with users and suppliers of the data. 

We cannot however blithely assume that if today we have 
county data by four-digit industry groups, in the next census we 
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will have township data by seven-digit groups, available in half 
the time. One reason for this is the cost to the Government. 
Resources for statistical expansion are not unlimited. Statistics 
must compete with other functions and with other statistics. 
To some degree marketing statistics must compete withthe gener- 
al purpose economic indicators for policy determination. There 
is a clear public interest in efficient marketing and an obvious case 
for Government statistical activity in this field. Yet everyone will 
agree that there are limits—no doubt hard to determine—beyond 
which the Government should not try to go in providing data 
primarily for private marketing purposes. 

Sometimes it is possible for private business interests to con- 
tribute to the support of statistical work which, without such support, 
could not be financed. Federal agencies by no means exhaust the 
possibilities of tabulating and publishing the data they collect, and 
many of you must be familiar with the opportunities at Census, for 
example, to obtain special tabulations at cost. The Office of 
Statistical Standards has adopted a policy of encouraging arrange- 
ments for special tabulations, under proper safeguards, in order 
to maximize the use of Federal statistical materials. Sometimes 
surveys which are in the public interest, but cannot be financed 
within the budget, may be conducted with private financial support. 
The marketing analyst may find in the BDSA publication Activities 
and Service of the Federal Government in Distribution Research— 
A Summary Report a collection of brief statements from a number 
of agencies explaining their policies toward special tabulations and 
special studies. 

Another limit to the development of Government statistics is 
the burden imposed on the respondents. We in the Office of 
Statistical Standards have a clearly defined responsibility to 
prevent unjustified reporting burden, and business men, over the 
years, have made us quite as aware of their aversion to burden- 
some reports as of their need for better statistics. The burden 
issue is Sometimes sharpened in the field of marketing statistics 
when the businesses asked to furnish the data are not those which 
would primarily profit from the marketing uses. These two 
points of view—resistance to reporting burden and eagerness 
for useful data—may both be argued by persuasive business 
spokesmen, sometimes from the same industry or even the same 
company. They must be weighed carefully. We sometimes feel 
that it would lighten our quasi-judicial burden if these spokesmen 
were to attend the same meetings or at least have lunch together 
from time to time. 
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There is another problem which affects at times the development 
of industrial marketing statistics—the problem of disclosure of 
information about an individual respondent. As you know, many 
if not most of your reports to the Government are affected by 
provisions, varying from agency to agency, designed to prevent 
unwarranted disclosure to the public or even to other Government 
agencies. Obviously many marketing purposes would be served 
by publication of data in finer detail than is permitted by the 
tabulation rules designed to prevent disclosure. There would no 
doubt be a heavy demand for classified directories of names and 
addresses which might be derived from governmental reporting 
programs. Some of us wonder at times whether companies which 
spend heavily on advertising to tell the public about themselves 
really desire the degree of privacy which present disclosure rules 
and statutes insure. However, they should have no doubt about the 
seriousness with which Federal administrators take the present 
restrictions. And unless industry says in a loud clear voice that 
it wants less privacy in order to get more detail, there seems no 
reason to predict any fundamental change in the policy governing 
public disclosure in the foreseeable future. 

With due consideration of these problems, it would appear that 
the prospects for industrial marketing data in the years ahead are 
good. From the point of viewof direct, customer-finding statistics, 
my review of current and pending developments may strike you with 
varying degrees of enthusiasm depending on your specific interests. 
But may I suggest that one of the important developments in the use 
of Federal data for industrial marketing in the decade ahead may 
lie in the greater exploitation of the more general economic 
statistics and the less direct techniques of market appraisal and 
forecasting. 

In conclusion, let me say that it has been a privilege to part- 
icipate in your program. We of the Office of Statistical Standards 
are always happy to meet with the people who use Federal statis- 
tics, to learn more of their needs and to explain the programs and 
objectives of the Federal Government. I think I speak for all the 
agencies when I say that we welcome your advice as to how we can 
most effectively serve you. 


B. Industrial Market 


Research Data—Trade Sources 


John C. Spurr* 


note particularly that the subject is ‘‘New Sources of Industrial 

Market Research Data.’’ In presenting this partial list of 
sources I find that most of them have been in existence for some 
time. However, most of them are new in that they are constantly 
being improved, the information is more complete and the calibre 
of the material is better. 

It is obviously impossible to touch all the bases because there 
are literally thousands of important pieces of information being 
generated throughout business and industry. However, here are 
some informational sources that are important toindustrial market 
research men that can be broadly classified into the following 
categories— Library Data, List Sources, Association Data, Facilities 
for Direct Mail, Data from the Advertising and Marketing Press, 
Data from trade, industrial and technical publications, Data 
developed through market research agencies. . . Finally, and 
probably of the greatest importance is the ‘‘do it yourself’’ data 
secured by each company itself. 

A few comments in each of these areas: 

First we must bow to the government who has provided the 
‘Survey of Current Business’’ where statistical series are shown 
in their monthly and weekly reports. An important index is found 
in the Supplement to the Survey of Current Business which des- 
cribes the sources of data they record. If you take a look at the 
1957 Biennial Edition of this Supplement you will find the non- 
governmental statistical collecting units listed. As an example 
take those just listed under the word ‘‘American’’— 

American Appraisal Company 

American Bureau of Metal Statistics 

American Gas Association 

American Home Laundry Manufacturers’ Association 
American Institute of Steel Construction 


*John C. Spurr, Director of Research, McGraw-Hill. 
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American Iron & Steel Institute 

American Metal Market 

American Newspaper Publishers Association 

American Paper and Pulp Association 

American Petroleum Institute 

American Potash Institute 

American Railway Car Institute 

American Transit Association 

American Zinc Institute 
If you are interested in any of the fields covered by the sources in 
this checklist in the Biennial Edition, you can go directly to these 
associations to see what additional data can be secured. Here 
is an important growing area for market research data—that is 
those associations, publishers and others who collect data or can 
be persuaded to collect data for the ever growing needs of market 
researchers. 


Library Data 


Then there are those organizations which review currently 
published data and will provide you with information in the field of 
your interest. Here are just two, 

One is Chemical Market Abstracts published by Foster D. 
Snell which reviews 200 trade journals, government publications, 
company publications and provides information on new plants, 
new products and chemical specialties on a monthly basis. 

Another is The American Trade Press Clipping Bureau—a 
service that clips data on order from over 5,000 magazines or 
periodicals that fall into any of 110 subject categories. 


List Sources 


An important need of the market researcher is to secure lists 
of plants that might be prospects for his company’s product. 

First, let’s bow to an old and important listing—Thomas’ 
Register of American Manufacturers which lists companies by 
product listing and alphabetically. 

A rapidly growing and increasingly efficient source of plant 
or establishment names is the State Directory as well as the 
Chamber of Commerce listing. These are continually being 
improved to provide in some cases the four digit SIC codes and the 
equally important number of employee yardstick, 

There are good directories in a number of fields. For instance, 
Davison’s Textile Directory and Electrical World’s Central Station 
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Directory. Something new is being added. The publication Iron 
Age is making available lists of metalworking plants showing 
number of employees and SIC classifications. 

Later this year Dun & Bradstreet is planning to bring out 
a similar list of manufacturing plants also in the metalworking 
industry and in the future will possibly develop additional direc- 
tories in other industries such as textile, chemical processing, 
and food. 
This would be a real improvement in the 60’s in helping to 


a locate prospects measured by size of establishment market by 
2 market. While we are waiting for this Dun & Bradstreet Directory, 
: however, let’s not forget the valuable Dun & Bradstreet Reference 
3 Book which now classifies units by SIC codes but not by employees. 
1 

t Association Data 


Associations are well worth checking to see what type of in- 
formation they might have to solve your problem. A list of these 
can be found in the ‘“‘Directory of National Trade Associations’’ 
published by the U. S. Dept. of Commerce. 

Such associations might be the ‘Association of Lift Truck & 
Portable Elevator Manufacturers’’ or the ‘“‘National Electrical 
Manufacturers Association.’’ 


Facilities for Direct Mail 


Direct mail sources are important in doing many market re- 
search chores. Therefore, it is wise to have on hand, for instance, 
such a check list as ‘‘The Guide to American Directories for 
Compiling Mailing Lists’’ published by B. Klein & Company, New 
York. 

W.S. Ponton is a prominent name for mailing lists. Another is 
the McGraw-Hill Direct Mail Service. Fritz S. Hofheimer also 
has United States and Canadian Mailing Lists. 


Data from the Advertising and Marketing Press 


These publications have annual issues of great value to the 
marketing man which provide statistical data on markets and 
references to sources of information. 

‘Industrial Marketing’’ for instance, has a Market Data and 
Directory number which identifies and defines specific industries, 
measures their scope and provides convenient cross file data on 
media covering each industry. 
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“Sales Management’’ has a Survey of Industrial Buying Power 
which ranks for nearly 450 separate standard industrial class- 
ifications the counties leading in employment in industry. This 
can be used in setting sales quotas and measuring sales per- 
formance. 

“*Printers’ Ink’’ has the Advertisers’ Guide to Marketing which 
provides a great deai of data on types of media to reach markets. 

“Advertising Age’’ has a Market Data Section which lists 
market data from all sources. 


Data from Trade, Industrial and Technical Publications 


Trade, Industrial and Technical publications produce a con- 
siderable amount of market research information each year. 
We say if you want any of this information ‘‘Just ask your McGraw 
-Hill man.’’ Just ask the publication advertising sales represent- 
ative covering your field for information that might be helpful to 
you and there is a good chance he will turn up something useful. 


Market Data 


McGraw-Hill makes an annual survey on Capital Expenditures. 
The current survey says capital spending is on the rise. Industry 
plans to invest $34.2 billion in plants and equipment in 1959, a 
seven per cent increase over 1958. Statistics are provided in each 
of the major manufacturing industries in addition to petroleum, 
mining, railroad, utilities and other types of businesses. 

On the other hand, Newsweek makes a Capital Appropriations 
Study which is conducted by the National Industrial Conference 
Board. 

Publications also provide considerable statistical data covering 
their fields. For instance, American Machinist publishes the Metal- 
working Market Guide for Sales Executives which provides the num- 
ber of plants and number of employees in leading metalworking 
counties and an index of metalworking production. 

Iron Age and Steel make similar surveys. The American 
Machinist study is based on the McGraw-Hill Census which is 
a listing of all important manufacturing plants in the United 
States. Four digit and secondary SIC classifications are re- 
corded as well as number of employees. This Census makes it 
possible for us to provide American Machinist with statistics of 
this nature. 

In addition, tailor made Statistical analyses ona fee basis can be 
made for manufacturers interested in determining market potential 
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and establishing the relative importance of industries and sales 
territories. A list of plants, however, is not available from the 
McGraw-Hill Census. 

A tremendous source of information provided by publishers 
is in their Statistical Issues, annual reports and Outlook Issues 
which collect data from all sources and generate a great deal of 
useful information. 

A well-known statistical issue is Electrical Merchandising’s 
Statistical and Marketing Issue which provides statistics for many 
years showing the degree of saturation of the market for various 
appliances, their total sales and trends for these products. 

In another field, Engineering News-Record provides special 
issues on Construction Costs and Price Trends, An Annual Report 
and Forecast Number and, of particular interestinthe construction 
field, is the service of providing on a day by day basis a listing 
of contractors and the jobs they handle. Another important 
service in the construction field is offered by F. W. Dodge. 

In addition, considerable work has beendone by publishers which 
can be of real help to marketing men. There are recognition 
studies which help determine the relative standing of companies 
among their competitors in each territory and for specific products. 
For instance, both Electrical World and Electrical Construction & 
Maintenance make annual surveys to determine the brand pre- 
ferences of buying influences for a large number of products. 

Buying Influence data can be secured from such publications 
as Factory, Mill & Factory, Iron Age and others. 

Information can also be secured on types and value of products 
purchased in the fields of many publications. 


Advertising Research Data 


There has been a considerable increase in the number of 
companies handling advertising reader traffic studies. The pioneer 
in the field, of course, was Starch who now surveys 25 business 
publications. His service determines whether people saw each 
individual advertisement and the degree to which it was read. 

McGraw-Hill also offers a similar service in its Reader 
Feedback studies which are also handled through field interviews 
by McGraw-Hill Research, Seventeen publications are currently 
using this service. 

Mills Shepard handles 16 publications and Fosdick three. 

There are a number of mail techniques also used in this area. 
Readex surveys 12 publications, Penton’s Ad Gage handles four 
and there are others doing a smaller number of publications. 
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Therefore, in the business and industrial field alone, there 
are about 80 publications being surveyed to determine the degree 
of readership of advertisements. In some cases, editorial scores 
are also obtained. Piggyback questions are employed to secure 
additional information from subscribers. 

A step forward in this field is securing quantitative information 
to determine the opinions of people regarding the advertisements, 
the action they take, their job problems and responsibilities. 

This technique was originally pioneered in the consumer field 
by Gallup Robinson with their ‘‘Impact’’ studies. 

Now, in the industrial and business publication field, Starch 
provides Reader Impression data for Business Week; Mills Shepard 
has Penetration Studies on Electrical World; McGraw-Hill Re- 
search Reader Feedback Verbatims develop comments on specific 
advertisements to determine in depth how advertising works. 

All of these secure direct comments from individuals inter- 
viewed in the field to find out more about their involvement with 
advertising, their degree of recollection regarding elements or 
themes of the advertisements and the action they take as a result 
of reading these advertisements. 

In addition to supplying data, there are those who are trying to 
do an interpretive job of how advertising works. 

For more than 10 years McGraw-Hill Research has been 
tabulating and analyzing advertising performance which has re- 
sulted in the issuance of three volumes called the ‘‘Laboratory of 
Advertising Performance’’ which consists of over 200 data sheets 
on the characteristics of advertising such as value of front and 
back of book, color, bleed, size of space, whether or not an ad 
should be repeated, effectiveness of media, etc. 

The Industrial Advertising Research Institute has also been 
doing work along these lines. Members of the Institute can look 
forward in the Fall to the release of comprehensive analyses of 
advertising characteristics which will be of value to those trying 
to turn out better advertisements. 

The I.A.R.I, has done a great deal of work in all areas of ad- 
vertising research and has turned out studies along such lines 
as Motivational Research, Sales-Advertising Coordination, How to 
Handle Inquiries, What Makes Effective Trade Shows and Exhibits, 
etc. 

The Advertising Research Foundation does important work in this 
area in the consumer advertising field. 

If we could look into 1960 to determine the new types of in- 
formation that will be available in marketing research generally, 
I would say we will havea growth of quantitative type of information 
which will supplement the quantitative information we now have 
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in such abundance. This will help us interpret the statistics now 
available and will help us more thoroughly understand the attitudes 
of buyers and their motives. 

We can supplement our knowledge of why people buy through the 
indirect type of questioning which is becoming widely used. 

Steel Magazine has just announced a New Study of Emotional 
Factors Underlying Industrial Purchases. 

The Industrial Advertising Research Institute now has on the 
press a study demonstrating how motivational research techniques 
supplement direct questionnaire methods in determining some of the 
underlying or hidden reasons for making industrial buying decisions. 

The agency, Marsteller, Rickard, Gebhardt and Reed recently 
employed The Bolger Company to make a study of Qualitative Media 
Measurements, 

And in the 60’s we will certainly find out more about companies’ 
profiles, buyers’ likes and dislikes regarding what we do and what 
they think of the characteristics of our products and services. 

All of the information available in the 60’s will be in a more 
refined form, developed with improved techniques and using better 
yardsticks. 


‘Do It Yourself’ Data 


I think the greatest advance in the 60’s will be the realization 
by marketers that the information of the most value can be secured. 

First, right in the company itself by more thorough analyses of 
sales records; through better yardsticks applied to customers and 
prospects; and through the use of SIC classifications and such 
yardsticks as employment for each establishment. In other words, 
the marketing research man of the future will have a better grasp of 
the historical and current statistical record of the company. 

Second, there will be anincreased need for a complete Census of 
at least the larger customers and prospects which the company 
should cultivate together with suitable data on how much each unit 
buys. This is the ultimate in good sales control. 

Third, I think we shall see much more ‘do it yourself’ market 
research information developed by the great trio of fact-finding 
facilities— Mail-Telephone- Personal Interview. 

Simple and useful techniques have been developed and will 
become increasingly useful which will allow a company, ata 
reasonable cost, to go direct to the end user and determine from 
him attitudes toward suppliers, his purchases of specific products, 
the market potential or the amount of available business for each 
product. In other words, tailor made research for the specific 
needs of his company. 
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Therefore, in 1960 I see— 
.Improved sources of information through Library data. 
.Better list sources. 
.Greater cooperation from trade associations, 

. .Better and more valuable direct mail lists. 

.New and more useful data from Advertising and 
Marketing Publications and from Trade, Industrial and 
Technical Publications. 
.Greater reliance on the research departments of 
manufacturers for gathering, analyzing and inter- 
preting original data. 
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MARKETING RESEARCH 
BREAKTHROUGHS OF THE 1960'S 


Robert J. Eggert* 


ARKETING Research ‘‘breakthroughs”’ in the ’60s in my judg- 
ment will be on a broad front with major developments in the 
following four areas: 


- More Accurate Volume Forecasting 
This will include needed improvement in both short and 
long range projections. At present we in automobiles 
do a better long range forecast than wedo a short range 
forecast. 


- Expanded Analysis of the ‘‘Values Added’’ by Specific 
Marketing Functions 
This will include measures of increasing distribution 
efficiency through ‘‘Autobution’’ and other human effort 
saving devices. 


- Greater Attention to the Marketing of Services 
This will come about as a result of the growing impor- 
tance of the service commodity in our economy. 


- An Improved Yardstick for Measuring Sales Effective- 
ness of Advertising and of Salesmen 
This will include new approaches to answering eachof a 
list of basic questions that are stepping stones to the 
kind of answers management will need. 


These breakthroughs will be aided and abetted by the following 
three developments: 


- Growing insistence from top management for improved 


factual information in these important profit effecting 
areas of business, 


*Robert J. Eggert, Marketing Research Manager, Ford Motor Company. 
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- Expanding use of electronic equipment for processing 
factual data. 


- Greater use of the ‘‘experimental design’’ approach. 


These developments will be associated with and contribute to a 
further growth of consumer incomes throughout the ’60s. Itis 
clear that human wants are not only insatiable (as we have known 
for a long time), but that they come (like little boys and girls) ina 
vast array of varieties, shapes, sizes, colors and images—which 
we have not known for a long time. 

The satisfaction of this expanded list of human wants will come 
not solely from more goods and services but from an improved 
flow of these goods and services through the channels of marketing. 


Charles E. Swanson* 


In the 1960’s, more and more marketing teams may be taking 
the experimental approach as they pursue the unknowns in their 
decisions—unknowns so volatile that only two out of 98 new prod- 
ucts survive the consumer’s choice. 

What’s the experimental approach? Is it another Buck Rogers 
fix-your-helmets fantasy and off we go into orbit with our formu- 
las? 

The experimental approach appears to begin with management, 
an aggressive, growth-minded management that wants its market- 
ing people to succeed and succeed against the best the competitor 
can throw at them. This kind of management provides a climate 
which may not be signaled by a billboard on every desk or a flash- 
ing light in every lapel but the word is in everyone’s mind, It goes 
something like this: 

‘If we don’t know, let’s find out. . .and find out first.’’ 

This is the type of management which would have greeted 
Christopher Columbus, announcing his discovery of the New World, 
with a slap on the shoulder, a bonus check and a new order, 
‘“‘Chris, see if you can get out and find another one, before the 
English get there.’’ 

The experimental approach grows in a climate provided by a 


*Charles E. Swanson, Research Manager, The Saturday Evening Post, The Curtis 
Publishing Company. 


is 
n 


BREAKTHROUGHS OF THE 1960’s 299 


management which expects us to blow up a laboratory once ina 
while but also insists that we be creative, that we inquire, that we 
pay out, and that we have the fun of an occasional discovery about 
how the consumer will change. 

Two points: 

Each marketing team really is in a race to find out and find out 
first. 

A great unknown in the sixties is the consumer—how, when, 
where and what the consumer will do. 

Some marketing teams are using experiments to attack ques- 
tions like this: 

‘‘What change in store promotion, package or advertising will 
cause what effects, or changes, in consumer behavior?’’ 

Notice the interest is not in what the consumer did. That’s a 
post-mortem. The focus is on what the consumer will do. This 
kind of marketing team is just as interested in forecasting as the 
weather bureau. But the consumer is even more fickle than a 
wandering low pressure area. 

Experiment does not mean tinker. It does not mean trial-and- 
error. It does not mean another survey. 

Experimental approach means the hot pursuit of the unknown. 
It means the use of an experiment such as that done by Campbell 
Soup to find which of five advertising appeals would have the great- 
est effect upon sales. Experiment: Campbell Soup used 10 test 
markets to compare the effects of five different advertising ap- 
peals upon sales. Such a sound, careful experiment can stand for 
years as an aid to the marketing team. 

Just what is an experiment? Webster puts it this way: 

An experiment is ‘‘a trial or special observation made to con- 
firm or disprove something doubtful, especially one under condi- 
tions determined by the experimenter; an act or operation under- 
taken in order to discover some unknown principle or effect, or 
to test, establish, or illustrate some suggested or known truth; 

For example, Du Pont has started a program of experiments 
to develop better methods of doing research. Some of the goals in 
this program include ‘‘accurate two-year forecasts’’ and ‘‘suc- 
cessful prediction of sales in test markets.’’ 

A question for the sixties: Can the experimental approach, 
which has brought such great progress to modern medicine, do 
one-tenth as much for the marketing team? Can the experimental 
approach breed the breakthroughs needed for marketing in the 
sixties? 

Aggressively executed, the experimental approach could have 
results like these in the sixties: 
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Faster, more accurate decisions by the marketing team. 

More accurate forecasts of how and when new products, or 
product or price or other changes, will pay out. 

Opportunity for the research company expert in creating and 
executing experimental work that forecasts change in consumer 
behavior. 

Opportunity for the university that can create more and better 
knowledge to forecast the effects of changes in marketing. 

Opportunity for more business support of the university in ex- 
perimental approaches to marketing. 

And marketing can be fun in the sixties, deeply rewarding in 
an adult and professional way, when you’re a member of a mar- 
keting team with a management that demands the cold, hard fact, 
that keeps saying: 

“Tf we don’t know, let’s find out. . .and find out first.’’ 


Wroe Alderson* 


I think one can say, without being too flippant, that our major 
breakthroughs in 1960 will probably come and be hard to live with 
or patch up our breakdowns. That is certainly true in many as- 
pects of human activity. 

I am going to outdo Eggert in just one respect anyway. I have 
five points instead of four. I want to approach this in a different 
way, and I hope to open still other avenues for your consideration. 

I am going to start out by saying that one of the things that we 
as human beings are very basically engaged in is the creation of 
systems of action, organized behavior systems as I have called 
them, and the attempt to endow these systems, corporations, 
marketing organizations and so on with talents, capacities and 
something like those of human beings, or at least to represent 
vast expansions of capabilities of human beings. I would like to 
indicate what we are doing to give this man-created, organized 
system of action something comparable to perceptions, to mem- 
ories, to imagination, to reason, and what I call the cue factor, 
because I don’t have the name for it but I will describe it before I 
am through. 

Certainly the whole progress of science has been marked by 
an attempt to see things, hear things as some said that were 


*Wroe Alderson, President, Alderson and Associates, Inc. 
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really beyond the range of human vision and human hearing. This 
surplus of scientific instruments—and among the best known are 
the microscope, the telescope—and one of the great developments 
in science in the last fifteen years has been radio astronomy, in 
which we could see further into the universe through a recording 
of radio waves rather than through impressions which seep through 
light—you can draw your parallels in the field of marketing re- 
search, 

A very large part of marketing research is an attempt to apply 
measures to give us a basis of feed-back from our marketing en- 
vironment of types never possible before, the many attempts to 
measure media, many attempts to measure motivation and other 
aspects of the human behavior pattern in the market. We will con- 
tinue to have refinements, even major breakthroughs, but I look 
for the really great breakthroughs in still other areas, but we 
can’t forget them. 

Anything we do with respect to analysis and creation, based on 
facts, is dependent in the last analysis on the quality of break- 
through, so we must forget we are trying to give our marketing 
organization eyes and ears in the range of perception beyond any- 
thing that would be possible for the individual human being. 

Memory is built in, in a variety of ways, starting with business 
records. We want to make those records more accessible through 
IBM cards, and finally through magnetic tapes and storage capacity 
in our computer system. We have to have this information. We 
not only have to get it, but have to have it stored in various ac- 
cessible forms in order to make use of it. There will be certainly 
much more progress in that direction, but what I want to talk about 
primarily is the attempt to endow the systems with imagination. 
This is the most difficult task of all. We have perhaps thought this 
was one place where we as human beings were safe from the in- 
roads of machines. They had memory. They could even reason in 
a certain sense, but surely they could not compete with the human 
imagination. 

I think that is generally true, and I am not proposing here that 
we are now going to have a new type of electronic computer to do 
our imagining for us, but I do believe that a very major part of the 
progress in marketing research and marketing management during 
the ’60’s will be a more orderly, systematic use of the human 
imagination to foresee new possibilities, new patterns of human 
life and new marketing strategies in competing in the effort to 
supoly those needs. 

This applies in particular to the field of developing market 
strategies. Some of the oldest stories of the world about military 
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strategies are still suggestive. The Greeks attacking Troy, for 
ten years considered whether to storm the fortified city or whether 
to starve out the Trojans. Finally, along came Ulysses with the 
idea of the Trojan Horse. We need to have a more systematic way 
to find Trojan Horses in our particular situation. This means 
great new developments of the disciplines and techniques of plan- 
ning in marketing parallel to the progress that we have seen in the 
past twenty-five years in the techniques of marketing research. 

Part of that will involve, as Eggert has already pointed out, a 
great step forward in forecasting, and planning and forecasting are 
certainly closely related. 

One of the areas in which we need especially imaginative de- 
velopment is in the attempt to forecast innovation or opportunities 
for innovation, to see the possibilities for structural change in our 
own economy, in the pattern of human living, and in the kind of 
products that are going to be available to satisfy these new wants 
and new needs we are not even yet aware of. 

Here again you may feel that there is no substitute for human 
imagination, the so-called creative part. I am deeply convinced 
that there are systematic ways of helping and conserving and serv- 
ing that imagination as far as to reach out further and more ef- 
fectively. There are, for example, two ideas I have heard dis- 
cussed in recent meetings about how we are going to forecast in- 
novation, having to do with overloaded systems, on the one hand, 
and incomplete systems on the other. 

We can, each of us, predict with some facilities, with some 
chance of being regarded as great prophets later I think, that 
every airport in the United States will be obsolete within the next 
ten years. I don’t think we will ever get to the point where we 
can’t fly, because the very fact that those systems are going to be 
overloaded will force innovation before the final catastrophe oc- 
curs. We can look at places in our marketing system where the 
same thing is going to happen. 

I will just mention the fact that in the area of reason, what we 
are talking about, what I mean there specifically is deducing or 
inferring the consequences of the guesses we make about the fu- 
ture and the kinds of marketing plans that will work. Here elec- 
tronic materials do have, in addition to memory, certain faculties 
that are parallel to our own mathematical and logical abilities. 
Machines are going to help us in inferring the consequences of 
policy changes, of the new plans and programs. 

A great deal of such work is going on now, There is one large 
company where a division is right now using machines systemati- 
cally to test strategies before putting them into effect. At MIT in 
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July, next month, in a planning conference, there will be a major 
demonstration of the use of machines in simulating marketing 
plans, 

So there is another great reach forward in the use of comput- 
ers to infer, to deduce the consequences of our guesses about the 
future and about the plans that will serve to advance ourselves 
further into the future. 

By the cue function, I am here simply referring to the thing 
that is really specifically human and beyond the reach of any ma- 
chine or any organized system. That isthe fourth factor mentioned 
by Halstead in his very illuminating analysis of the intelligence, 
the mental power, the energy, or the search factor, perhaps you 
might call it, the ability to know where to look and keep looking 
when the data have not been stored in any machine. They are not 
currently coming out of any existing form of marketing measure- 
ments, the ability to make cross-connection from one field to an- 
other, in an effort to find the solution to the problem. That is the 
final spark of divine intelligence in the human being, and I have no 
formula for how we are going to improve on that. I will simply 
say, however, that advances in other fields which we have thought 
were important to human activities because they couldn’t be done 
elsewhere except in the human brain, advances in storage of in- 
formation, in a systematic handling of information, in systematic 
generation of strategisms and so on, will turn us all loose to look- 
ing across the whole range of human culture and of the-economy, 
and of the marketing and distribution system, for those opportuni- 
ties, those suggestions, those hunches that cannot possibly be gen- 
erated any place else except in the human brain. 
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ARE THE FIELD MICE GETTING FOXY? 


Ford Sammis* 


HERE have been a lot of changes in the interviewing field in the 

past 25 years. Interviewers used to be hardto find, now almost 
everywhere interviewers are available. Interviewing used to be a 
part time, pin money avocation for bright-eyed, eager girls— now 
its a full time occupation for most interviewers, more apt to be 
boring than fun, but a way tomakea living. It used to be necessary 
to train entire crews from the fundamentals to finesse—today we 
have to cope with problems arising from too much experience— 
lack of enthusiasm for work—interviewer-invented short cuts and 
set habits of thinking add procedure that sometimes require re- 
training programs. 

With these changes have arisen a new set of problems, four of 
which are so serious I should like to discuss them in hopes that 
this group may develop some sort of solution. 


1. The organized slow down. 

2. Key question interviewing. 

3. The care of the missing supervisors. 
4. Are interviewers employees? 


Let me explain these problems and suggest some possible causes. 
Later I’ll give you my ideas on how they can be overcome. 

1. The problem of the organized slow down. This first came to 
my attention when I observed a noticeable uniformity in the number 
of completed interviews per day. I found that interviewers were 
doing a lot of unpaid overtime work in the evenings, calling each 
other back and forth to agree on a standardized daily quota for 
each job. It finally reached the point, where interviewers held 
their quota parlies right after or even during briefing sessions, 
before any field trials. 

Two years ago an organized group of interviewers in Los 
Angeles decided it was time our firm was brought into line. The 
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questionnaire had been field tested and we knew that six—seven 
interviews could be completed each day with no strain. The 
group decided that four was the proper quota, and that’s the way 
they came in—four and four, with an occasional three or five to 
liven the monotony. 

This survey revealed that organized interviews consumed 
2.10 hours per interview. On the other hand, non-organized 
interviews consumed 1.32 hours per interview, or 60 per cent 
higher productivity plus more accuracy. 

Each non-organized interviewer was bombarded nightly with a 
telephone campaign. I finally quit because of threats made. If 
you think that gangster methods are not used in interviewing, you 
will be surprised to know that a non-conferring interviewer was 
pushed into a ladies rest room in New Jersey and truly beaten up 
as only a bunch of women can do. 

The slow down is deliberate and it is organized and engaged in 
by otherwise fine interviewers. Fortunately really serious inci- 
dents were found only in some of the large cities—New York, 
Chicago, Los Angeles, but it is becoming more prevalent. 

2. Key question interviewing. This problem is tied in with the 
organized slow down and is far more serious, for it affects quality 
of work not just quantity. Key question interviewing is a slick in- 
vention of interviewers to shorten interviewing time and make their 
work easier. A smart interviewer can spot key questions, and ask 
only those, filling in subsidiary questions at home. It is surprise- 
ing how this technique can simplify field work on a six page, sixty 
question questicnnaire. 

I’1l admit some questions that I have seen are so lengthy, re- 
spondents are apt to call off the interview, or become unresponsive 
and uncooperative. The solution is to eliminate this type of ques- 
tionnaire, not to resort to leap-frogging through it from key ques- 
tion to key question. The insiduous aspect of that practice is that 
it is difficult to detect with normal verification techniques, and 
once an interviewer has done it in desperation on an impossible 
question, there is a temptation to make it a regular practice on all 
surveys. 

3. Now we come to the case of the missing supervisor. A re- 
search company can completely by-pass supervisors and deal di- 
rectly with all interviewers needed on a survey. Sometimes I won- 
der if this practice wouldn’t save us a lot of money with no more 
work involved than dealing through supervisors. 

I firmly believe in the supervisor system when supervisors do 
what they’re supposed to do. Better results are obtained when there 
is a local supervisor on the job who knows her interviewers, and 
handles all problems involving instructions, sample and pay ona 
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contract basis. I am willing topayareasonable fee for these serv- 
ices when they are performed. 

However, in too many instances all a supervisor does is simply 
line up interviewers for the job andthensend a bill for supervisory 
services amounting to 25 per cent to 35 per cent of field costs, and 
sometimes including overcharges for office work, postage, and tel- 
ephone calls. This is what I call the Case of The Missing Super- 
visor. The supervisory fee is all too evident, but the supervisory 
service is missing. 

A supervisor should perform the following services in order to 
earn her supervisory fee without any additional sur-charges: 


1. Line up and instruct competent interviewers whose 

ability can vouch for their personal knowledge. 

Supervise their work thoroughly to see that sample 

and questionnaire requirements are met ina profes- 

sional manner, 

3. Edit all completed work and see that omissions and 
errors are corrected promptly. 

4. Verify a reasonable percentage of all interviews by 
telephone or mail. 

5. Pay all interviewers and send only one all-inclusive 
bill to the client for the job. 


bo 


These services are worth a supervisory fee and can be thor- 
oughly and profitably performed under a fee of of 25—35 per cent 
of field costs. (To prove this point, our firm will handle any field 
work assignment for a recognized research company in California 
area for 35 per cent.) 

The last problem is really a question on which we would all like 
an answer, I am sure; Are interviewers really employees? It cost 
me several thousand dollars to get the answer to that question from 
the California Department of Employment. By their order we are 
forced to regard interviewers as employees and make full unemploy- 
ment and social security deductions. Other companies through-out 
the United States seem to have gotten different answers, for many 
pay interviewers as independent contractors. This causes con- 
fusion for both research companies and interviewers and creates 
unfair competitive situations. Interviewers should be treated as 
employees by all companies in all states or else all should be put 
on an independent contractual basis. 

The basic cause of the slow-down problem is the low rate of 
pay that has always prevailed for interviewers. $1.35 is not ade- 
quate compensation, even on a portal toportal basis, for the caliber 
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of personnel we expect in field interviewing. Interviewers in- 
stinctively recognize this injustice, and for want ofhigher pay have 
simply shortened their work day. They work six hours or less and 
charge for eight. 

It would cost research companies no more and increase inter- 
viewers’ respect if they are paid decent rates for an honest full 
day’s work. But no one company can do this by itself. Cooperation 
of all companies is required, along with cooperation of all inter- 
viewers in delivering a full day’s work. 

The key question interviewing problem has a twofold cause: 


(a) Low pay rates. 
(b) Exceedingly long, complicated questionnaires that are 
unworkable in the field. 


It is obvious that some of these multi-page monstrosities have 
been designed by persons who have never had any interviewing ex- 
perience. The proper solution to this problem is for every ques- 
tionnaire designer to do at least one full day’s field testing on his 
own and not on his forebearing and polite friends, but pushing stran- 
ge doorbells, ‘‘cold turkey,’’ like any field interviewer must do. 
I find this type of field testing develops a very sympathetic under- 
standing of interviewers’ problems, as well as providing the bureau 
contact essential for proper analysis of the tabulated statistics. 

The problem of missing supervisory services, I think, is the 
result of supervisors spreading themselves too thinly over too 
many jobs in a desire to make as much money as they can. Re- 
search companies can also be blamed for repeatedly using below- 
par supervisors. 

I suggest that supervisors acquaint research companies with 
their supervisory fees and exactly what services are performed 
under those fees—then live up to their promises. Let research 
companies also know towns in which you have resident interview- 
ers known personally to the supervisors. It is hard to justify the 
cost of working these supervisors on an individual city basis. 
But supervisors covering a regional area, such as all of New Eng- 
land and relieve research companies of an administrative load 
and fully justify their fees. 

We all know that, given advance notice, administrative costs of 
field work can be kept at a minimum. Why not make a premium 
charge for all rush jobs?. 

On the employee-independent status of interviewers, I would 
like to see the AMA act as an official representative of the market 
research profession and work out standard rulings with the Federal 
government and the various states. 


308 MARKETING KEYS TO PROFITS IN THE 1960’s 


There are several other projects I would like to see the AMA 
undertake, such as a clearing house on interviewing honesty, and 
establishing a code of ethics and standard procedure to govern re- 
search company-supervisor-interviewer relationships. How about 
a uniform field work order such as advertising agencies use for 
purchasing of space or time in advertising media? Then everyone 
would know what to expect from everyone else on the job. 
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THE HIGH COST OF HINDSIGHT 


Bernardine Slade* 


HIS morning I should like to tell you about the field and some 

of its problems. 

The problems of a field supervisor fall roughly into two groups. 
The first deals with establishing the field service, achieving and 
maintaining its standards, and progressing with market research 
developments. 

The second group deals with problems of field supervisor/field 
director (or client) relations. It is this latter that I have been re- 
quested to discuss. 

In accumulating this material, I have corresponded with and 
talked with field supervisors from all parts of the country. The 
points that are brought out are not isolated nor peculiar to one 
field agency’s operation. . . .they are points on which all want to 
be heard. 

First, let me say, we, in the field, like our work. It is stimu- 
lating, it is rewarding through positive achievement, it is chal- 
lenging. And, in many instances, it is our living. So itis nota 
superficial preference that prompts our participation in surveys; 
it is not a part-time hobby. It is an earnest essentiality. 

Because of this urging interest in surveys, we want todoa 
good job. Please note, I say Good and not one of the oft used su- 
perlatives; because Mr. Webster defines good as we want to apply 
it to our job. And I quote: Good—‘of comparative excellence,’ 
‘commendable,’ ‘admirable,’ ‘proper,’ ‘valid,’ ‘honest,’ ‘thorough.’ 
Do you agree with me that those are words which any research 
director and any field supervisor are happy to have applied to 
field work? I think so. 

To merit this rating, Good, we need to work together. . .the 
research office people and the research field people. And here 
are some of our problems. 

Survey material: It is important that it is sent in time from 
the client’s office to field supervisor to allow for delay in transit, 
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for storms, for inefficiency of handlers. Many times we have 
scheduled training sessions as specified by our clients only not to 
have the materials. This particularly applies to product tests. So 
we recall all the interviewers, rearrange our schedules and. . 
hope! 

Inform only the supervisor the production rate on each job. 
For example, if it is estimated that the quota will require five 
man days or thirty-five man hours to obtain fifty completed inter- 
views, the supervisor, and only the supervisor, shouldbe informed. 
If the interviewer instructions say ‘it is estimated that ten inter- 
views can be completed each day,’ this is unfair to the interviewer 
and to the supervisor. Some areas work faster than others. One 
area may produce six interviews per man day and another fourteen. 
It is the overall that is necessary for the supervisor, Stating in- 
dividual man day production encourages loafing on the part of the 
interviewer who may have an area where production is higher or it 
may cause hurried and incomplete work by the interviewer who 
may be in an area where production is lower than the average. 

Inadequate instructions or specifications, inadequate primarily 
in two ways: First not sufficiently explanatory and second, not 
enough copies for emergencies when the quota must be divided 
among additional workers for reasons such as to meet a fast ap- 
proaching deadline; or to replace an interviewer because of ill- 
ness or other emergency. Often there are only enough instruc- 
tions for the interviewers and the supervisor has none to refer to. 

Not enough extra questionnaires are always allowed for emer- 
gencies such as for the respondent who folds one-third way through 
and must be replaced; for the questionnaire that was grabbed by 
Junior (while his admiring mama is being interviewed) and torn; 
and other casualties. Often there are not enough cards or exhibits. 

The poorly constructed or non-pretested questionnaire. The 
poorly printed questionnaire, particularly the poorly printed store 
audit form. The questionnaire often with a page (always with the 
KEY question) missing; the questionnaire that does not give suffi- 
cient writing space. We particularly like writing space when di- 
rections say: ‘Probe FULLY.’ 

Impossible deadlines. It is simple to say, from the Ivory 
Tower. .. .‘Dave, rush this to the field and have it back here 
Thursday’. . . .when it cannot be done. People are human beings 

. . .respondents are people, interviewers are people. As for 
supervisors, . . .I1 don’t know; but they must be jinn! Some few 
research directors do not seem to realize that ALL people are not 
ALL home waiting for the ALL grand moment at the ALL incon- 
venient hour. . .dinner, orthodontist appointment, burp the baby 
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, for the interviewer, her questionnaire and her friendly 
greeting. 

Another point: When alerting the field supervisor, the re- 
search director should give a realistic estimate of the time re- 
quired for each interview. This particularly applies to executive 
interviewing so that, when an appointment is made with an execu- 
tive, the length of the interview may be truly established and both 
the executive and interviewer can plan accordingly. 

Another difficulty we occasionally have is: Working with a na- 
tional field director who has had no practical field experience. 
This director grew into the job. . .often from routine office work 
in the research department. Usually this person not only lacks 
understanding of field problems but also is absurd in field re- 
quirements. Remember, I am not referring to the director who 
‘grew into the job’ but also has gone out and done actual field work 
and gained good first hand field knowledge. This person generally 
makes an excellent director. But the director who has no field 
experience and does not attempt to gain practical knowledge, that 
is the difficult one. Occasionally this director betrays inexperi- 
ence with the first field alert notice. For example, the one who, 
in her covering letter wrote: ‘and, of course, will pay your inter- 
viewers port hole to port hole.’ 

There are other troubles but rather than enlarge on each one, I 
shall give you representative quotes from various supervisors’ 
letters. 

This one is common and refers to the research director who, 
when he is contacted about any difficulty with his material (and 
usually the difficulty is obvious and must be general) he says 
‘Three other cities managed quite well to complete this job in half 
the time’. . . .‘all other cities had no trouble, the job went won- 
derful;’ and so forth. You can do anything in any time; it just de- 
pends on how it is done. Remember, we like the phrase ‘GOOD 
JOB.’ 

Another quote: Very few directors are actually aware of all 
the possible pitfalls. To many of them, all work looks equally 
right or wrong and that’s where the cost comes in. A basement 
dress for $8.95 will cover you, may be made nicely, a good copy, 
even flatter you and look stylish. Why pay $49.95 for another 
dress? What do you get for it? The better fabric, the better cut, 
the better workmanship. What happens to the basement dress 
after it is worn a few times or is laundered or dry cleaned. . . .it 
becomes sleazy; loses shape; fades; comes apart at the seams. 
And that is the same in field work. 

Quote: Field notice. . . .cars needed? Day or night work? 
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Some of our people will and some will not go out at night. Street 
interviewing? Again, some won’t, A synopsis is badly needed. 

Quote: If jobs require evening or weekend interviewing, I 
URGE that the person responsible for this job in an agency give 
his home telephone number or the national field supervisor makes 
his available. We have had tough deadlines and work which ar- 
rived minus essential materials and spent hours playing Dick 
Tracy in order to get what we needed. 

Quote: Discrepancies in cover letters and instructions area 
headache. Perhaps a check system could be evolved which would 
list all the required material. An error of this kind is expensive 
and exasperating. 

These are some of the difficulties that are common to field 
work. Each agency has its own way of handling them and I shall 
tell you how we, in Rochester, do. And I think these necessary 
procedures to get the job done will contribute to the validity of the 
title of this session. . . .‘The High Cost of Hindsight.’ 

Insufficient writing space. We cramp the answer in inadequate 
space; or write it on note paper, key it to the question and attach 
it. I agree in dollars and cents this does not add appreciably to 
costs, but it does give the interviewer a sense of frustration and 
we wonder, with proper tools, wouldn’t she have done a better job? 

Not sufficiently explanatory instructions. . . .we telephone the 
client. . .collect. Meanwhile interviewers are waiting at so much 
per hour. 

Not enough questionnaires. If possible, we duplicate them. If 
not, we just sit this one out until more arrive from the client. 
Costly? Yes, waiting time, communications. 

Lack of sufficient cards or exhibits. Again, if possible we 
duplicate them by typing or Verifaxing. If this is not feasible, we 
either reduce the field staff (and can’t make deadline) or wait for 
additional to be sent to us. 

Not enough copies of instructions: We Verifax them. 

The poorly constructed questionnaire: We use extra time to 
understand it and to retrain interviewers how to handle it proper- 
ly. Often we must contact the originating source for clarification. 
This is costly in time and communication charges. 

The occasional missing page: If the page is short, we ask in- 
terviewers to write answers on another sheet. If it is long and 
involved and time does not permit the client sending replacements, 
we cut a stencil and run off copies or Verifax enough extras. Does 
this add to costs? Definitely. 

Impossible deadlines. We try to add extra interviewers if we 
have sufficient materials. Otherwise, we don’t make the deadline. 
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Meanwhile there are the collect telephone calls asking for exten- 
sions, 

We have another problem, a growing problem. One that dis- 
turbs us supervisors greatly. The brigand research director. 

This is the research man or woman who places an assignment 
with us, then catalogs the names of our interviewers. We have 
even had questionnaires come in that asked the interviewer to put 
her name, address and telephone number on each questionnaire! 
On a later assignment, one perhaps for one interviewer, or even 
one requiring four or five workers, this director sleuths out the 
addresses and contacts our field workers direct. Of course, the 
best interviewers are contacted. 

Another (too frequently) is the researcher who telephones and 


says. . . .‘We must have a rush job in X City and need to send the 
material direct and returned direct to us. Would you be good 
enough. . .just this once. . .to permit our doing this? And what is 


your supervisor’s name and address in X City?’ Often the ‘just- 
this-once’ is just that. Thereafter, our X City supervisor hears 
from Captain Kidd direct. And this is done by presumably ethical 
companies. 

A more subtle freebooter is the research director who never 
would contact our people direct. He does catalog them and then 
‘trades’ names with another researcher. If Mary Smith happens 
to be on both lists, that is a coincidence. Field supervisors spend 
time, money, and know-how training their field staffs. Their en- 
deavors should be respected. 

There is one more point that has been called to my attention by 
supervisors. Cancellation or postponement of jobs. Should the 
supervisor charge one man day per interviewer plus supervisory 
fee and out-of-pocket expenses? Personally, I think that is some- 
thing to be negotiated between each individual supervisor and re- 
search director. After all, we in the field are here to be of serv- 
ice. 

And now that I have told you some of our problems, briefly I 
want to tell you what we are doing to assist in field work to merit, 
again that honored phrase,. . . .Good Job. It comes under Service: 

Service in establishing a competent field force. 

Service in offering capable, trained people for all types sur- 
veys, samples and techniques. 

Service through the efficiency of our supervision in following 
your instructions. 

Service through our insurances and compliance with Federal 
and State Employment Tax requirements, 
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Service through our ability to maintain constant standards on 
field work. 

Service through our progressability in new developments of 
market research and through our creativeness to provide new 
Services, 
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TOPPLING THE IVORY TOWER 
Mrs. Mary Roth* 


667HNOPPLING THE IVORY TOWER’’—A challenging title, but I 

should like to add one word to it: —that word is ‘‘Myth.’’ I 
think the term ‘‘Ivory Tower,’’ as it was once used, has gone out 
of fashion. I refer to the isolated niche occupied by that ogre the 
analyst: —the myth once used to frighten good little researchers. 
—Such an ‘‘Ivory Tower’’ has almost, if not entirely, passed out of 
existence. 

Some years ago, it was not uncommon to hear this said “‘the 
less I know about what happens in the field, the better.’’ Field in- 
terviewers, too frequently, were considered a renegade group anx- 
ious to earn a ‘“‘quick dollar.’’ Concurrently, the field was often a 
most bewildered group. Some of them were ‘‘out to earn a quick 
dollar.’’ Most of them were honestly trying to do a good job. The 
fact that with pressing deadlines to be met, instructions and ma- 
terial too hastily developed and mailed throughout the country; 
—the interviewer was confronted with insufficient information and 
an enormous fear of asking for clarification of obscurities, lest 
the field people be thought inadequate. In circumstances such as 
these, the ‘‘tower’’ loomed formidable. 

We’ve come a long way from this. The field has become, as 
Mrs. Slade points out, ‘‘an ernest body of workers who like their 
work.’’ Interviewers, trained and guided by resident supervisors, 
implemented by the small ‘service agency,’ are making real prog- 
ress in bringing order out of what used to be haphazard, often 
chaotic circumstances. This form of decentralization is, of course, 
good: —The service agency, operating usually in a specific section 
of the country, has opportunity to gain more detailed, current in- 
formation regarding the sampling points within it’s area; than have 
most firms conducting a national sampling operation. Because it’s 
geographic scope is concentrated, the sampling points within the 
area serviced are used more frequently by the ‘small service’ 
than they would be used by most firms conducting a national 
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sample. Thus, the ‘small service’ has more frequent contact, 
greater familiarity and better control of this area. 

The resident supervisor; —screening new personnel, conduct- 
ing discussion groups in field operation. Briefing specific assign- 
ments, editing, validating; —probably it is the resident supervisor 
who has made the greatest contribution to order in field opera- 
tions, is the strongest link in communication between the so-called 
‘‘ivory tower.’’ 

The interviewer, today must meet the challenge of definite re- 
quirements as to the quality of field work—but also has access to 
information and guidance close at hand. 

I have said that the resident supervisor is the strongest link 
between field and tower. She is closest to the person who actually 
gets your information. It is her voice together with that of the 
small service which comes most often to the tower. 

To all of us in field, I think, the ‘‘ivory tower’’ is both a won- 
derful and terrible thing. It must be recognized as a necessary 
haven where order, logic must be gained for clarity of thought. So 
often, in the past, it has seemed so impregnable, so remote that 
communication was at times, almost impossible. Recently it has 
seemed that we’ve been heard, —we’ve sensed an interest in our 
world, in the problems of the field. If now we can continue and 
widen this communication, it must only help. Let’s have more 
communication, ~more signals “tower to field,’’ ‘‘field to tower.’’ 
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A SAMPLE OF WHAT? 


Thomas T. Semon* 


HE past fifteen years or so we have seen a remarkable growth 

in sophistication with regard to sampling techniques. A lot of 
people in marketing talk about variances, stratification, clustering 
and other esoteric subjects, and a surprising number of them even 
know what the words mean, which is more than can be said about 
motivation research terminology. I meant to bring along an um- 
brella to protect myself at this point, but I guess the psychologists 
are at another session right now. 

Seriously, though, a great deal of progress has been made. 
There is pretty general awareness that there is such a thing as a 
scientific basis for sampling, and that it ain’t easy. As usual, 
though, progress brings with it new problems. We’ll talk about 
some of those later, but the central question I want to deal with is: 
What is to be sampled? 

Now, that seems like a pretty plain and simple question, and it 
should be very easy to answer. As a matter of fact, there is a pat 
answer: We sample the population of interest for the subject under 
study. 

That is a fine, sonorous sentence, but I am very much afraid 
that it’s like saying that one is against sin. Trouble is, what is 
sin? And of those who know the answer to that one, I can ask, 
‘What isn’t?’’ That’s a lot harder. 

We’ve all heard criticism of the dangling comparative. . 
“Bigger, milder, finer,’’ . . .etc., without saying than what. The 
resulting statement is meaningless, and hence cannot be disputed. 

In a similar manner, there has been a tendency in sampling to 
spend a great deal of time and thought on technique, which lends 
itself to much impressive language, while dealing in rather cava- 
lier fashion with just what it is this technique is supposed to ac- 
complish, 

Of course, the sampling expert could say: It is up to the 
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marketing man to define the population of interest. Let him tell 
me whose opinions or practices he is interested in, and I’ll design 
him a first-rate sample thereof. 

Well, that neatly puts the ball in the other fellow’s court, and 
meanwhile our sampling expert can dream up a new twist in rep- 
licated incomplete block designs, or what have you. 

Now I am not trying to belittle the search for improved experi- 
mental designs. As a matter of fact, a number of people may not 
see anything wrong with our sampling expert’s answer. 

What is wrong? By that answer, our friend labels himself as a 
narrow specialist, the administrator of a tool, a cog in a machine 
for whose overall operation he evinces no concern or understand- 
ing in short, a man lacking the scope of interest and responsibility 
needed for good research in any field. 

I submit that good samples are designed by good research men 
who have experience in sampling, and who place the importance of 
the sample in its proper relation to the other functions that make 
up research. The emphasis needed in sampling can range any- 
where from the need to avoid extreme distortion to the need for 
high reliability of detailed breakdowns. This the sampler cannot 
do intelligently unless he understands the whys and wherefores of 
the problem to be studied. 

Another reason why the sampler cannot work in a vacuum so 
that a population to be sampled is notnecessarily a group of people 
or things. It may be a group of relationships or functions, whose 
components or parameters may be people, institutions, or objects. 

Such a population is not a static lump or mass. A relationship 
has a dimension, or more than one dimension. It may act in time 
or in space or both. There are probably better names, but I call 
these concepts the dimensions of analysis. 

These are the source of much confusion, and of many spurious 
conclusions. A few years ago, a newspaper editor called me from 
St. Louis and asked me to hunt up for him any information I could 
get about the effect of television on newspaper reading. Within a 
week, he had copies of abstracts of a number of studies about this 
general subject, and a letter from him wherein I tried to explain 
why none of these studies really answered his question. They all 
compared the reading habits of viewers and non-viewers—a spa- 
tial or co-existential function, a comparison of mutually exclusive 
groups, a thoroughly uncontrolled experiment. Broad and ill- 
defined as the question was, the studies available at that time did 
not really conclusively answer any part of it. 

In marketing research studies, this problem of dimensions of 
analysis raises intriguing problems. Say that we find that women 
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over 50 hold certain attitudes. Is that so because this attitude is 
characteristic of women over 50, so that we can expect women 
now younger to adopt this attitude also as they get older? Or is it 
because the women now over 50 have tastes that were formed by 
the fashions of the period when they were most impressionable? 
In effect, the word ‘‘age’’ is misleading—it may refer to the age of 
the woman, or to the age of her taste or ethics. 

The most serious area of confusion regarding these ‘‘dimen- 
sions’’ lies in the area of sales analysis and correlation analysis. 
The main reason the concept was brought up was to emphasize the 
dynamic and directional nature of the so-called populations to be 
sampled in many cases. 

Let us look at a much simpler problem. A baking company now 
has on the market a cracker ‘‘A.’’ It is one of the three leading 
brands in its area. They also have a new recipe which they con- 
sider superior, and which is called ‘‘X.’’ Should they replace A 
with X? Incidentally, they are not considering the possibility of 
marketing both. 

Well, I can hear some people say, you go out and you geta 
sample of housewives, and you give them unmarked boxes, and tell 
’em to use one the first week and the other the next week. . . .and 
so on. 

Hold on. What do we want a sample of? Not a sample of house- 
wives. We want to take a sample of the presumptive market per- 
formance of cracker ‘‘X.’’ This performance isa population of de- 
cisions that would be taken by individuals. 

Let us assume that the management of the company has already 
decided on a linear-programming basis what the decision points 
are: A relative advantage in presumptive market performance of 
some given percentage or more warrants going ahead with ‘‘X’’— 
some lower limit calls for scrapping ‘‘X,’’ and some range in the 
middle, would constitute a doubtful area where further study may 
be needed. 

Now what are these decisions to be sampled? The market per- 
formance of a staple item like a cracker depends upon a large 
number of regular users, who are preferably heavy users; in ad- 
dition, the brand should maintain a favorable net balance in the 
switcher market, though this secondary purpose is hardly influ- 
enced by product characteristics. 

Is the population of decisions that of each instance of cracker 
purchase? Not really. For the regular user of a given brand, the 
selection, at least for a while, and in a great majority of cases, is 
automatic—in effect, there is no decision at the time of purchase 
for that group, except at rare intervals brought about by surfeit, 
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product changes, or unusually effective competitive promotion. 
So-called ‘‘impulse’’ switches away from a regularly used brand 
are nothing but the end result of a combination of surfeit or prod- 
uct fatigue, coinciding with an effective competitive promotion— 
both of these factors probably having accumulated gradually over a 
period of time. 

What has all this to do with sampling? Well, we are still trying 
to find the population we want to sample. 

Clearly the switchers do not account for the major part of the 
market of any leading product; also, they probably will remain 
switchers, and even strong liking for a given brand may not make 
them conspicuously loyal customers. To get them to try a brand 
is easy, but how much of it will they buy? The answer to that 
question may not even be significantly related to measures of 
product quality. 

So the decisions of the ‘‘switcher’’ group are probably not an 
important part of the population of interest. In essence, the de- 
cisions of interest are of two types: 


1. Among present users of A, the decision to use X or 
switch to a competing brand. 

2. Among present users of competing brands, the de- 
cision to continue using the present brand, or to switch 
to X. 


Our population breaks down into two distinct groups. These 
groups are distinct not only from the sampling point of view, but 
in terms of overall experimental design as well. Among current 
users of ‘‘A’’ the crucial decision to be sampled is a negative one, 
leaving the subject broad freedom of choice among competing 
brands. Among current users of competition, the decision to 
switch is a positive one, directed at a single brand ‘‘X.’’ 

In both cases, a comparison is needed between the presumed 
decision involving X, and a parallel decision involving the present 
product A. Direct comparison of X and A is likely to be a mean- 
ingless exercise in any event. 

To get back to sampling, we have defined two populations of de- 
cisions involving two different and mutually exclusive groups of 
people, and excluding a large third group. 

All this is pretty elementary, and I may have spent too much 
time on it without even touching on all the important considera- 
tions, but what are we trying to prove here? That sampling is an 
integral part of proper design of experiments? 

No. That doesn’t need proving. What I am trying to drivehome 
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is that proper design of the experiment is an integral part of good 
sampling. 

In effect, I am here making a case against specialization. 
Marketing research at this time has little or nothing to gain from 
emphasis on specialization. It is not yet sufficiently widely ac- 
cepted to be able to afford anything but an open-minded practical 
approach. We are probably kidding ourselves about the extent to 
which the business community accepts, trusts, and respects our 
work. There are still very many businessmen who will have no 
part of it, including large and profitable companies. Many others 
buy market research and don’t use it. Still others maintain a re- 
search department because it has prestige value—it sounds good 
on the golf course and looks good in annual report. 

Where does this leave the sampling expert? Good sampling 
technique in a poorly designed study damages the long-range ac- 
ceptance of sampling as a reliable means of gathering information. 
The sampling expert cannot afford to be just a sampling expert. 
The usual gauge, the overall research plan and design recommend 
a sample suitable within its context. Only then does he contribute 
something of business value. For this he needs research experi- 
ence or judgment far more than statistical theory. 
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MAINTAINING A CONSUMER PANEL 


Seymour Sudman* 


ESEARCH in operating and using panels has proceeded so rap- 
idly in the past few years that the gap between what is known 
and what has been written about panel operations has become ever 
wider. 
Currently, these are some of the questions on panels which we 
are investigating: 


A. Reporting reliability of panels and the relationship be- 
tween reporting forms and reporting accuracy. 

B. Sample selectivity (i.e. the greater willingness of 
certain types of households to join panels and the 
effect of selectivity on data reporting). 

C. Compensation systems and other incentives for keep- 
ing a high level of cooperation. 

D. Optimum geographic allocation of consumer panels. 


Contact with other panel operators, both in the United States and 
Europe, indicates that they are also doing research in these areas. 
This talk, then, is an attempt to bring you up to date on some de- 
velopments in just one area of consumer panel research; that of 
maintaining a panel—that is, keeping it in continuous operation 
through time. 

A brief discussion restating the obvious may be in order as to 
what the important uses of a consumer panel are. At MRCA, we 
are continually finding new applications of panel data to the so- 
lution of marketing problems. Basically, they all depend on the 
fundamental marketing theorem that the amount of any product or 
brand sold is equal to the number of customers X the number of 
times which they buy X the amount per transaction. But why a 
continuing panel? The panel enables the marketer to take a motion 
picture of such consumer behavior, to classify this behavior by all 


*Seymour Sudman, Statistical Control Manager, Consumer Panel Division, Mar- 
ket Research Corporation of America. 
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sorts of demographic, psychological, and geographic detail, and to 
watch these phenomena change through time. I am not trying to 
suggest here at all that a snap-shot approach is not a useful device 
for many purposes, but for frequently purchased items, where there 
are rapid changes in the marketing scene, a continuing motion pic- 
ture record of what is happening is mostefficiently obtained by use 
of the continuing panel technique. 

By use of modern mathematical approaches, it turns out this 
most efficient system, the panel technique, may also provide the 
most powerful tool for predicting future consumer behavior and 
determining strategy to affect this behavior as well as an analy- 
tical tool of the effect of past marketing strategies. With this as 
a brief rationale for the existence of consumer panels, let me dive 
into the main part of this talk—How does one maintain a consumer 
panel? 

The basic thing to remember in maintaining a continuing sam- 
ple is that such a panel is a dynamic thing not to be treated as a 
sample drawn for a one-time survey. To repeat the obvious, uni- 
verse characteristics, in total, change very slightly from year to 
year but the universe itself is changing continuously as a result of 
new household formations, dissolution of old households and house- 
hold moves. A consumer panel, if it isto remain representative of 
this changing universe, must reflect these changes. A more pos- 
itive statement can be made, however. A consumer panel, if it 
is representative of a universe at a fixed point in time, does re- 
flect these changes and can, thus, not only remain continually rep- 
resentative of the universe but also provide evidence as to what 
changes are occurring. That is, it can do these things if it is al- 
lowed to do so. To illustrate this point, I will discuss: 


. Household moves 

. Household dissolutions 

. New household formations 
. Panel member drop-outs 
. Conditioning 


Taking the first question as to what to do with families who 
move. People who are accustomed to working with a good fixed 
sample frame become extremely uneasy when this area sample 
frame is discarded. Yet, .in operating a consumer panel, exper- 
ience has shown us that it is essential that families who move be 
followed when they move. This may perhaps be conceived as a 
dynamic system which is frozen for just an instant to allow a sam- 
ple to be drawn from it. The system is then released and the mo- 
tion of the sample represents the motion of the universe. If one 
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made the mistake of sticking to a fixed sample frame, thus drop- 
ping the households which moved out of the selected dwelling units 
and replacing them with households which moved into the select- 
ed dwelling units, the following difficulties would arise: 


1. It would be difficult to locate and include dwelling units 
which were built after the sample frame was designed. 

2. It would be difficult to allow for shifts in population 
from some states to others; notably the population shift 
to the West. 

3. Dropping families which moved frequently would re- 
quire costly or impractical methods to prevent obvious 
sample bias since certain types of families (i.e. young 
households with no or only one or two children) are far 
more likely to move than larger or older families. 


Allowing a consumer panel which is representative of the uni- 
verse at a given point in time to move, that is, not dropping house- 
holds when they move nor replacing them, gives one a sample 
which is geographically correct at all times. There is a question 
as to whether any original non-representativeness of a panel ef- 
fects its ability to adequately represent moves in the universe. 
Fortunately, it seems to turn out empirically that a well designed 
panel, even with some sample selectivity, does a good job of rep- 
resenting moves in the universe since these moves do not appear to 
be highly correlated with willingness to join a panel. 

Accounting for moves, however, is not enough. Some method 
must be designed for continually rejuvenating a panel by bringing 
into it the proper number of new households formed and by drop- 
ping from it dissolved households. The dissolved households are 
quite easy to handle. All that is necessary is that a careful watch 
be kept of all moves which a family makes and to drop from the 
panel any families which move into an established household rath- 
er than establishing a newhousehold. The situation where all mem- 
bers of a household die at the same time is rare. Far more typ- 
ical is the case where when the husband dies, the wife goes to live 
with some other members of her family. If she has been a panel 
member, she is dropped at this time. There is, of course, no need 
to replace her in the panel with a new household. 

A panel also provides methods for obtaining information of new 
household formations. In the National Consumer Panel diary there 
is a space at the back where the housewife may tell us each week 
whether there has been any change in the number of adults or chil- 
dren living in her home and if anyone has moved away to set up 
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housekeeping. The reason for moving away is also given in the 
diary or obtained in a follow-up letter. By far the greatest ma- 
jority of these moves to set up housekeeping are due to marriages. 
Family members who move away to set up housekeeping are re- 
cruited with probabilities inversely proportionate to the number 
of persons who will constitute the new household. Thus, in the 
case of a marriage, half of the split-offs are recruited. Again, 
empirical evidence has indicated that the panel adequately re- 
flects the new household formations in the universe so that this 
recruiting method constantly brings new young households into a 
panel at the proper rate. 

There are some changes which occur in panels which do not 
reflect changes occurring in the universe. The first of these is 
that panel members occasionally drop from the panel after they 
have been recruited for reasons beyond the control of even the best 
run panel. Personal situations such as illness in the family or the 
birth of a child are some of the more common reasons for drop- 
ping. Although this drop-out rate is less thanone per cent a month 
or ten per cent a year, it may have an effect on panel data unless 
methods for replacing these households are used. Two methods 
of handling this situation are available: 


1. One might over-sample based on past experience as to 
drop-out rates and their connection with various fam- 
ily characteristics. In practice, it is not economical 
to maintain a large over sample whose datais not used, 
so that the National Consumer Panel and most other 
panels replace households when they drop out. 

2. In the replacement of households, the same kinds of 
problems are found which are found in originally se- 
lected households (i.e. non-cooperation). Basically, 
the method specifies a directed route which is followed 
until a cooperating household is found with char- 
acteristics similar to that of a drop-out family. 


It should be pointed out that the reduction of the drop-outs ina 
panel to less than ten per cent a year is not an automatic process 
but one which requires considerable effort and experience in the 
techniques of maintaining panel cooperation. While most panels 
find it important to compensate families with money or prizes, a 
continuing program of communication with panel families is 
equally essential to establish and maintain the high level of panel 
morale which reduces panel turnover. This portion of the opera- 
tion of a panel is not a science, but an art. 
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A problem area certainly important to panels is the possibil- 
ity that families may change their behavior asa result of their con- 
tinuing participation (i.e. conditioning). The question is raised 
here because it has sometimes been suggested that panels need to 
be rotated after some length of time to prevent conditioning. 
Theoretically, keeping a continuous record must have some effect 
on the person who is doing it. Empirically we have found, however, 
that in a diary with a large number of products this stimulus has 
at most a negligible effect on any one product. While these con- 
ditioning effects may at times be measured by delicate analysis 
of variance tests, they have proved to be of no real importance in 
effecting panel data reports. It is possible to induce conditioning 
by deliberately calling attention to a specific product. Even this 
effect, however, tends to be short lived, lasting only one to two 
months. Thus, in the area of actual reporting, conditioning is a 
much less important problem than in the area of opinions where it 
has been found that repeatedly asking people for their opinions may 
change their points of view. 


Conclusion 


While panels cannot be used alone to solve all marketing prob- 
lems, panels have some basic advantages not supplied by any other 
systems. The continuing information which they produce on the 
components of a market will permit decision making in the future 
(as distinguished from measuring past performance) to a degree 
not yet realized by many marketers or researchers. A key to the 
speed with which this will come to passis the progress being made 
by operators in explaining the significance and importance (to the 
ead results) of the technical problems of operating a panel. Main- 
taining a representative sample through time is just one of these 
areas, and I hope today you have gathered from this talk that it is 
not only possible but practical to control. 
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THE ARB SURVEYS COMBINED 
TELEPHONE-AND-VISIT 
NATIONAL PROBABILITY SAMPLE 


Don Cahalan* 


OR various technological and economic reasons, the volume of 
telephone interviewing has increased to such a point in recent 
years that when we set up our new research corporation! three 
months ago, we were convinced that we would have to incorporate 
the telephone interview formally into our master sampling system. 
Accordingly, we have set up a new national sample since that time 
which I believe to be the first integrated combination of personal- 
visit and telephone interview methods of gathering data. I will 
describe how such a sample can be utilized to retain all of the 
benefits of the telephone interview—especially its economy and 
speed—without sacrificing the comprehensiveness of the personal 
interview in getting coverage of the total household population. 

The sample design was specially planned for the conducting of 
preliminary ‘‘screening’’ interviews via telephone calls to locate 
individuals with special characteristics—such as the ownership of 
color television sets, central air conditioning, high-priced or for- 
eign motor cars, or subscription to limited-circulation magazines, 
and the like. In the long run, perhaps the chief advantage of the 
sampling system is that it permits great flexibility in combining 
various modes of interviewing to obtain more data per research 
dollar than can be obtained in many instances through personal- 
visit interviews or telephone interviews alone. 

The carrying out of the master sample plan was under the im- 
mediate supervision of Dr. Ira H. Cisin while on temporary leave 


*Don Cahalan, President, ARB Surveys, Inc. 


1. ARB Surveys, Inc. was incorporated on February 16, 1959. It should be noted 
that while the new corporation shares certain facilities with the American Research 
Bureau of Washington, the two organizations differ in their functions. ARB Surveys 
provides all types of market research surveys, other than in the broadcast media 
field, while the American Research Bureau will continue to specialize primarily in 
broadcast media audience measurement studies. 


327 


328 MARKETING KEYS TO PROFITS IN THE 1960’s 


from the Human Resources Research Office, George Washington 
University. The plan has been reviewed in detail and approved by 
Dr. Raymond Franzen, who has served as consultant in sampling 
and psychometric methods to business, government, and non- 
profit research groups for many years. In brief, the sample de- 
sign called for first the drawing of a scientific probability sample 
of all U. S. metropolitan districts and non-metropolitan counties, 
then a sampling of households for telephone interviews from all of 
the telephone books for all of the 291 counties or independent 
cities in the 189 Primary Sampling Units selected in the first 
stage; and finally, the sampling of non-telephone families through 
personal visits in a sub-sample of 54 Primary Sampling Units. 
The plan has built into it a flexibility in the relative proportion of 
telephone and personal interviews to be allocated; and it is con- 
sidered appropriate for local and regional as well as national ap- 
plication. 

To review the relative advantages of personal-visit interviews 
and telephone interviews briefly: the personal-visit interview is 
especially appropriate for: 


- Conducting especially long and complex interviews 

- Testing public reactions to visual types of materials, 
such as pictures, product, and written materials 

- Conducting group interviews 

- Assessing living conditions in respondent’s homes or 
neighborhoods 

- Measuring attitudes and behavior of the approximately 
20 per cent of U. S. families who do not have telephones 


Steve Stock? and Glen Mitchell’ have ably stated the case for the 
telephone interview, which has certain distinct advantages: 


- It is usually much less costly than the visit interview, 
except where the volume of information is very great. 

- Telephone surveys usually can be completed more 
quickly than personai-visit surveys. 

- Telephone surveys can result in higher rates of 


2. J. Stevens Stock, ‘‘Technical Problems in Consumer Buying Plans Survey’’, 
The Conference Board Business Record, Vol. XV, No. 12 (December 1958). 

3. Glen H. Mitchell, Telephone Interviewing, Mimeograph Series No. A. E, 279, 
Department of Agricultural Economics and Rural Sociology, Ohio Agricultural Ex- 
periment Station, Wooster, Ohio, November, 1957. 
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completion of assigned interviews, because telephone 
callbacks are relatively convenient and inexpensive. 

- Within the telephone-book population, telephone inter- 
views usually result in a better geographic ‘“‘scatter’’ 
than with personal-visit interviews, which usually are 
heavily clustered so as to save the costs of interviewer 
travel. Thus, telephone samples usually have smaller 
sampling variances than visit interviews, other things 
being equal. 

- The telephone interview can be supervised and moni- 
tored very readily, thus insuring more uniformity of 
procedure. 


Advantages of an Integrated Telephone-and- Visit Sample 


An integrated telephone-and-personal visit sample can have 
many advantages in the ways in which various techniques can be 
combined. Such a sample design can permit considerable flexibil- 
ity in applying alternative procedures. To illustrate: 

A completely visit-interview survey can be conducted in the 
traditional way, whenever it best meets the requirements. Simi- 
larly, a completely telephone survey can be conducted whenever 
there is sufficient evidence that omission of non-telephone homes 
would not lead to serious bias. 

Telephone interviews can be utilized for mass screening or 
“scarcity sampling’’ of respondents to locate those who have spe- 
cial characteristics—as mentioned earlier, for example, those who 
have recently bought an expensive car or a color television set. 
Detailed follow-up interviews with qualified respondents can be 
conducted later by visit or telephone, or by mail in some instances. 

Advance letters or postcards can be mailed to preselected re- 
spondents, asking for their cooperation in evaluating graphic or 
written materials which are mailed to them. Such mailings can be 
followed at planned intervals by telephone or visit interviews or by 
a combination of telephone calls or visits. 

Repeated telephone interviews can be conducted with the same 
people over a period of time. Thus one can gain many of the ad- 
vantages of a panel while eliminating some of the disadvantages 
(such as excessive attrition, delays in completion of the survey, or 
lack of uniformity of data from household to household). 

Product test placements can be arranged by telephone or by 
mail, to be followed later by telephone or visit interviews. 


330 MARKETING KEYS TO PROFITS IN THE 1960’s 
Specifications for the National Master Sample 
The general specifications for the sample were: 


1. That the sample be a true probability sample, giving 
each household a known chance of being selected, so 
that any findings could be projected against the total 
population of U. S. households. 

2. That the Primary Sampling Units to be selected would 
be stratified according to the variables which are most 
relevant to the average market survey. The following 
variables were utilized in stratification, wherever ap- 
propriate: geographic distribution of the population by 
Census regions, density of population, degree of urban- 
ization, proportion of non-white population in the South, 
proportion of the population devoted to manufacturing 
and agricultural pursuits, median income, and number 
of residential telephones as of 1955.4 

3. That the design call for drawing the areas from which 
personal-visit interviews are to be conducted, from 
among the same areas as selected for telephone in- 
terviews. This simplifies the administration of sur- 
veys and makes it possible to achieve greater uni- 
formity in results through having the same interviewers 
conduct telephone interviews as are assigned personal- 
visit interviews. 

4. That the plan call for full home-office control over the 
selection of prospective respondents. Thus, both tele- 
phone and personal-visit samples called for prelisting 
of potential respondents prior to the actual gathering 
of the data. The reasons for prelisting have been well 
set forth by W. R. Simmons?: such prelisting cuts 
down on interviewer error, permits identifying each 
dwelling unit for descriptive purposes, makes it 


36. 4. In stratifying the total Primary Sampling Units for the country, the criterion 
for deciding which of two variables to apply in stratification was: the coefficient of 
variation among the communities for the various available modes of stratification. 
In every instance, the mode of stratification which was most sensitive in discrimina- 
ting between various Primary Sampling Units within that area was the mode actually 
adopted. 

5. Prelisting in Market or Media Surveys, ‘*The Journal of Marketing, Vol. 
XVIII, No. 1, July 1953, p. 6-17. 


vii 


TELEPHONE-AND- VISIT PROBABILITY 331 


possible to make independent estimates of the total 
population, and thus permits precise computations of 
error margins—since with prelisting one can deter- 
mine the probabilities of selection for each household. 


The distribution of the Primary Sampling Units finally selected, 
on a nth-unit basis from the stratified array of all Primary samp- 
ling Units for the U.S. including Alaska and Hawaii, is shown in 
the following table. Note that the various areas correspond to 
Census subdivisions, except that California was set out as an area 
by itself because of its recent growth and other special character- 
istics. 


No. of Primary 
Sampling Units 
In Personal No. of Counties or 


In Telephone Visit Independent Cities 
Sample Sample in Telephone Sample 

New England 11 3 16 
Penna.; out-state 

New Jersey 12 t 25 
New York State & 

Metro. area 9 3 28 
Ohio, Indiana 17 +t 28 
Ill., Mich., Wisc. 18 6 25 
West North Central 21 6 Jo 
South Atlantic 33 10 50 
East South Central 18 4 | 
West South Central 23 6 25 
“Other West’’ 

(includes Alaska 

and Hawaii) 18 +f 24 
California _9 4 _16 

Total 189 54 291 


Again, the personal-visit interviews are conducted in a sub- 
sample of the selected Primary Sampling Units because it is more 
economical to group or cluster the interviews in the non-telephone 
homes in a lesser number of units, thus saving travel costs. 

In the average national sampling survey involving both tele- 
phone and visit interviews, we will at first cover 54 Primary 
Sampling Units in the visit interviews, and all 189 selected Units 
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are covered in the telephone interviews. The plan provides for 
allocating a greater or lesser number of Units for visit inter- 
views whenever needed. 

As with most probability samples, ours was planned in terms 
of convenient assignments for individual interviewers. We de- 
cided upon a minimum unit of ten telephone interviews and two 
visit interviews at any one sampling point. And we planned in 
terms of 3,000 assigned households, which with normal attrition 
will work out to yield approximately 2,000 completed telephone 
interviews and 500 personal-visit interviews in the average sur- 
vey. 


Combining Telephone and Visit Interviews 


Telephone interviews are conducted with scientifically random- 
ized samples drawn from the telephone books which contains the 
names of all telephone-lessing residents within all counties in the 
189 Primary Sampling Units. The sampling of individual names is 
done by using tables of random numbers to select first the page in 
the telephone book, then the column on the page, and finally the 
line in the selected column. Interviewers are provided with the 
preselected sample of telephone numbers. 

Visit interviews are conducted in non—telephone homes in the 
sub-sample of fifty-odd Primary Sampling Units, as follows: 

First, all the households within a sub-sample of more than 100 
Census Enumeration Districts are enumerated. Interviewers visit 
each household within each randomly selected Enumeration Dis- 
trict. The enumeration establishes whether the household has a 
telephone and whether the number currently is in some telephone 
book. Interviewers attempt to get any telephone numbers which are 
not in any current telephone book. 

All households not listed in any telephone book qualify for visit 
interviews. When the sample is to be a combined telephone-and- 
visit operation, the non-telephone sample is drawn by taking every 
nth non-telephone household from the prelistings. 

In practice, some households which are not in any current 
telephone book actually do have telephones, which are too new to 
have been printed as yet in any book or which are unlisted num- 
bers. Further, many persons who do not have a telephone can give 
a telephone number at which they can be reached in an emergency. 
Thus, it is possible to conduct a telephone interview (with conse- 
quent economy) with quite a few selected respondents who are not 
in a phone book. 

If the research problem is such that all that is desired isa 


TELEPHONE-AND- VISIT PROBABILITY 333 


rough estimate of the characteristics of the non-telephone-book 
population without any breakdowns, in many instances it is not 
necessary to get a flat 20 per cent of the sample in non-telephone- 
book homes. To illustrate, one may interview 250 non-telephone- 
book families out of a total sample of 5,000, and give each such 
family a weight of four in combining them with the telephone sam- 
ple. 

One can make projections from combined telephone-book and 
non-telephone-book samples quite readily, by computing variances 
separately for telephone and non-telephone homes. (Variances 
will be greater in non-telephone-book samples because of the sub- 
sampling of Enumeration Districts and the possible clustering of 
households within an Enumeration District to minimize interviewer 
travel.) Date from the two types of interview are combined after 
weightings which might be differential in nature—such as nights- 
at-home weightings § 

In summary, I wish to say that while this national master sam- 
ple is brand-new—in fact, it has just been prepared and there has 
not been time as yet to utilize the whole sample in a national sur- 
vey—it consists of a combination of elements which in themselves 
have been well-tested. The procedures for drawing national prob- 
ability telephone samples are established, and have been very well 
described by Steve Stock in the December 1958 Conference Board 
Business Record article referred to earlier. And the procedures 
for drawing probability samples for personal interviews have been 
refined over the years and are indeed very well-established. All 
that we have done with our ARB Surveys national probability tele- 
phone-and-visit sample is to combine the two modes of sampling 
in a new way. 

I believe that in the long run the evolution of new combinations 
of interviewing procedures which are made possible by combined 
sample designs of this type will turn out to be even more fruitful 
than the advantages to be gained in the way of the short-term sav- 
ings in time and money. 


6. For detals on nights-at-home weightings, see ‘‘An Attempt to get the ‘Not at 
Homes’ into the Sample without Callbacks’’, by Alfred Politz and Willard R. Simm- 
ons, Journal of the American Statistical Association, March 1949; and ‘‘A Plan to 
Account for ‘Not-at-Homes’ by Combining Weighting and Cailbacks’’, by Willard R, 
Simmons, The Journal of Marketing, July 1954. 
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THE CONSUMER PLANNING PROCESS 


Thomas Juster* 


HE concern of economic forecasters with consumer plans, ex- 

pectations, and attitudes is of comparatively recent origin. 
Economists have long been concerned with the expectations of busi- 
ness firms, since these were clearly related to investment deci- 
sions and the latter were regarded as a major determinant of 
fluctuations in the aggregate demand for goods and services, hence 
of business cycle movements. With respect to consumer expec- 
tations, however, the customary viewpoint was that they tended to 
cancel out in the aggregate. Consumer expenditures were thought 
to be closely tied to consumer income, varying in a predictable 
way when income varied. This was the view of Keynes and of the 
majority of his successors. Dissenters from this mechanical view 
can be found: the ‘‘Stockholm’’ school of economic thought clear- 
ly gave a significant role to consumer income expectations in the 
analyses of business cycle movements, empiricists like Arthur 
Burns of the NBER pointed out that the allegedly stable consumer 
spending-income relationship simply was not very stable in fact, 
and the group of economists and psychologists associated with the 
Survey Research Center at Michigan took a leading part in empha- 
sizing the autonomous (vis-a-vis current income) nature of many 
consumer spending decisions and in getting a vast body of data on 
current consumer attitudes, intentions and expectations. 

More recently, Milton Friedman has proposed a theory of con- 
sumer expenditures which places a major role on the notion of 
‘‘permanent’’ income rather than actual current income, i.e., on 
that level of income around which the household ‘‘budgets’’, given 
the nature of its past and expected income stream—rather than on 
the amount of income which households receive during any par- 
ticular time period. The Friedman hypothesis, if correct, has in- 
teresting implications for the problem of forecasting consumer 
buying. Expenditures on goods that are quickly used up by the house- 
hold—everything except durable goods, ingeneral—shouldbe closely 
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related to permanent income. Expenditures on durable goods— 
which add to the total assets of the household—are thus the main 
cause of variation in the relationship between consumer income 
and expenditure. Consequently, our ability to forecast total con- 
sumer buying is contingent mainly on our ability to forecast pur- 
chases of consumer durable goods. 

Much the same point has been madeina different way by George 
Katona and his associates at the Survey Research Center, who dis- 
tinguish between habitual and non-habitual expenditures. The former 
is closely tied to income and past income of the household and the 
latter is influenced by the household’s current degree of optimism 
or pessimism. 


Cross Section v. Time Series Analysis 


In order to make forecasts of consumer actions in the aggregate, 
we need to distinguish carefully between those factors which in- 
fluence the actions of individual consumer units but which tend to be 
invariant over time and thus cancel out, and those which exer- 
cise influence over individual actions but which do not cancel out. 
Interestingly enough, the kinds of factors which have the most in- 
fluence on individual consumer spending decisions are likely to be 
unimportant for forecasting aggregate spending, because the dis- 
tribution of these factors tends to be relatively constant over time. 
Take the impact of excessive repair bills, for example. If we 
were to classify households by whether or not they faced major 
auto repair bills in the past six months, the proportion of people 
who faced major repair bills and bought cars must be very much 
greater than the proportion who did not face major repair bills and 
still bought cars. But the factor of major repair bills surely has 
little or no impact on aggregate car sales (allowing for trend) since 
the factor is always present in about the same proportions, given 
the car population and its age distribution. Similarly for the im- 
pact of age and marital status on purchases of refrigerators. 
Young and recently married people are much more apt to buy a 
refrigerator than others; yet this knowledge contributes little to 
our ability to forecast the sales of refrigerators since neither the 
age distribution nor the number of marriages over a two or three 
year period is subject to much variation. 

It is also possible, even probable, that factors which have a rel- 
atively small impact on individual decisions would turn out to have 
considerable significance for forecasting aggregates. Take the 
question of the recent income experience of households. Both the 
SRC and my own researches indicate that this variable has some, 
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but not much, net effect on individual purchase decisions; that is, 
households who experienced increases in income were likely to 
have bought slightly more goods over the period—or planned buy 
somewhat more in future—than households who experienced income 
declines, allowing for the effect of age and the level of income. 
But this slight effect on individual decisions is clearly of major 
importance for the forecasting of aggregate sales, simply because 
the distribution of recent income changes is apt to vary consider- 
ably over time in rough accord with business cycle movements. 
Consequently, a factor which has a very small effect on individual 
decisions may be of considerable aggregate significance because 
its distribution over time is highly variable, whilea factor of great 
significance for individual decision making may be completely un- 
important for aggregate forecasts because of its stability over 
time. Clearly, the objective of research efforts inthe field of fore- 
casting consumer buying is twofold: (1) to isolate factors that are 
of some net significance for individual decision making (otherwise, 
there’s no point bothering with it at all), (2) to find out which of the 
factors relevant for individual decision making is subject to consid- 
erable variation over time as regards its distribution among mem- 
bers of the total population. 


The Use of Survey Data for Forecasting 


In recent years the forecasting profession has been the fortu- 
nate—or confused—recipient of a wealth of information regarding 
consumer intentions, expectations and attitudes. The path-break- 
ing work in this area was done by Katona and his associates at the 
Survey Research Center. In the last few years the NBER has an- 
alyzed mail questionnaire data from a rather special group of con- 
sumers—member subscribers to Consumers Union of the U., S., 
the product testing and rating organization, and has also obtained 
new data from this sample. More recently the National Industrial 
Conference Board has concerned itself with similar such data gath- 
ered from a telephone sample of U.S, consumers. In addition there 
has been a vast proliferation of market research studies for special 
purposes, most of which are not available for general distribution. 

The content of these studies, in terms of the kinds of questions 
asked, broadly follows the pattern originated by the Survey Re- 
search Center, although the emphases differ markedly. One of the 
most important differences is the relative importance assigned to 
attitudes and expectations as distinct from intentions— the SRC 
concentrating on the first of these, the NICB study concentrating 
on the last, and the NBER study emphasizing a particular kind of 
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interrelationship between these factors, especially between in- 
tentions and expectations. No one has, as yet, successfully shown 
that one way of putting these variables together is superior to the 
alternatives. 

The most crucial question, on which professional opinion is 
sharply divided, is whether one should interpret consumer inten- 
tions and expectations as statements of, respectively, contingent 
actions and contingent events, or as statements simply reflecting 
the current mental state of the respondent—and his predisposition 
for some time in the future. That is, no one is really certain 
whether the statement ‘‘I intend to buy a car next year and I expect 
my income to go up’’ really means, ‘‘I will buy a car next year if 
my income goes up’’ (and nothing else happens to upset the apple- 
cart) or whether all it means is ‘‘I feel pretty optimistic about 
things generally.’’ 

It may appear that such differences of opinion are of interest 
mainly to the ivory tower minds who enjoy delving into fascinating 
but irrelevant problems, and who aren’t faced with the necessity 
of acting on the basis of some forecast no matter how uncertain. 
But the fact is that one cannot make forecasts from survey data on 
intentions, expectations and attitudes unless the above question is 
settled. The reason is as follows. If we say that all these data are 
simply different ways of measuring consumer optimism, the proper 
procedure is to add them all together (with the proper weights, 
whatever they may be) into some kind of index. We then have an 
optimism-pessimism coefficient for each consumer and an aggre- 
gate one for all consumers. If optimism or pessimism influence 
action, we should find that the aggregate rate of purchase of du- 
rable goods follows in the wake of the aggregate index of optimism 
or pessimism, with appropriate modification for changes in the in- 
dex as a consequence of the way in which economic events unfold. 
Further, we should find that individuals with a more consistently 
optimistic response to the battery of questions that seek to mea- 
sure the overall degree of optimism should buy more than con- 
sumers with ‘‘spotty’’ reactions. That is, households with a high 
level of both, e.g., buying intentions and income expectations ought 
to buy more than individuals with a high level of the first but a 
lower level of the second. 

On the other hand, if the contingent action hypothesis is cor- 
rect, we would expect quite different results. If statements about 
intentions are contingent upon expectations about income, then we 
would anticipate that households would, on the average, carry out 
their plans if the income they received was, on the average, equal 
to the income they expected. People with ‘‘pleasant’’ income sur- 
prises would tend to buy more relative to plans than people with 
unpleasant income surprises, regardless of whether expected or 
realized incomes were high or low. 
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Consequently, the combination of a high level of intentions and 
an optimistic set of income expectations would be less favorable to 
subsequent purchases than a combination of high intentions and 
pessimistic income expectations. The reason is simply that more 
pleasant income surprises will occur if household expectations are 
initially pessimistic than if they are initially optimistic. Since 
pleasant income surprises will lead to a higher level of purchases 
relative to plans, households should show a higher level of expend- 
itures with high plans and unfavorable income prospects than with 
the same level of plans and favorable income prospects. 

We thus get diametrically opposite forecasts from the same 
combination of intentions and expectations, depending on whether 
we adopt an ‘‘average the responses’’ theory of these data or the 
“contingent action’’ theory. Which theory is more descriptive of 
how households behave can only be determined from empirical ex- 
amination. From the description above, it shouldbe clear that em- 
pirical testing of these two hypotheses can be carried out at either 
the aggregate or the individual household level. The latter is sim- 
pler, and research now under way at the NBER should provide 
some tentative answers in the near future—albeit for a rather spe- 
cial and in many ways atypical group of consumers. 


The Consumer Planning Horizon 


If forecasters are to be successful in using survey data deal- 
ing with intentions, expectations and attitudes, it is obviously es- 
sential to determine the most appropriate time period to use. Is 
there any point, for example, in asking households about their in- 
tentions to buy ‘“‘tomorrow’’ or their intentions to buy ‘‘during the 
next five years.’’ Similarly, do we obtain useful answers in ask- 
ing households about income prospects or business conditions “‘in 
the next six months’’ or ‘‘over the next decade.’’ 

It seems evident that here too our choice of horizons is partly 
dependent on which of the theories discussed above is correct. If 
we simply want to measure the existing state of mind of the re- 
spondent, the more far-reading the battery of questions asked the 
more complete the picture obtained; further, it makes no necessary 
difference whether the individual responses are accurate pictures 
of what the household will actually do or of what actually happens. 
On the other hand, the contingent action theory requires time 
horizons that are meaningful in terms of the decision-making pro- 
cess of the household. 

In addition to this general consideration, the time period must 
be useful to the forecaster, in the sense that it must be far enough 
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from the present to prove a significant increment to what is al- 
ready known, yet not so far in the future that the question of the 
timing of the action within the period is more important than the 
action itself. To illustrate: nothing very useful is learned if we 
ask people about their buying plans for cars on the day following 
the survey. The same information would be obtained if we asked 
car dealers about their orders due for delivery on that particular 
day and about how many customers had been inquiring about terms 
during the preceding weeks. At the other extreme, we learn noth- 
ing useful by asking people about buying intentions over the next 
five years. Almost everybody who says they intend to buy will prob- 
ably do so at some point within the five year period, but the impor- 
tant question is what will happen to the purchase rate over the rel- 
atively near future. 

It seems generally agreed that there is little point in worrying 
about forecasts over more than 12 months in advance simply be- 
cause there seems to be little current operational use for such a 
forecast. We can then narrow the question down to whether a 12- 
month or a shorter horizon is more appropriate when dealing with 
consumer plans and expectations. This is, of course, an empiri- 
cal question. 

This problem can be approached by several routes. One is to 
ask whether short run plans are more likely to be fulfilled than 
longer run plans. If so, they are apt to be more meaningful pieces 
of information. This would not necessarily prove that short run 
plans are better predictions; the question of how plan fulfillment 
relates to predictive value is complicated, and I will bypass it. 

We do have some indirect evidence bearing on fulfillment of 
long and short horizons on buying plans, however, a survey of the 
Consumers Union sample taken in October 1957 asked respondents 
about buying plans for major durables over a six-month horizon 
and about ‘‘later plans’’; previous questionnaires had asked about 
plans over a 12-month forward period. The questionnaires also 
contain data on the incomes of responding households and on pur- 
chases of major durables over a 12-month period. If we compute 
the percentage of respondents in each income class who report in- 
tentions to buy for the ‘‘six-month’’ horizon, for the ‘‘12-month’’ 
horizon, and for the ‘“‘later’’ horizon, it seems clear that not only 
is the absolute level of plans different, as would be expected, but 
the pattern with respect to income is quite different. 

In general, the longer the time horizon of the plans, the more 
likely are lower income groups to report plans and the less like- 
ly are upper income groups to report plans (in a relative sense). 
In technical terms, the income elasticity of buying plans is lower 
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for longer horizon plans than for shorter horizon ones. The six- 
month plans have by far the highest income elasticity of any of the 
three horizons examined (6 mos., 12 mos., later). Interestingly 
enough, a similar calculation~—per cent of people in each income 
class—for actual purchases yields a pattern very similar to that 
shown by the six-month plan horizon. In technical terms, the in- 
come elasticities of six-month plans and purchases are remarkably 
similar, and both are dissimilar to the elasticities for longer plan 
horizons. 

A second way of approaching the question of appropriate horizon 
is to ask whether short run plans are more apt to reflect particu- 
lar household circumstances (which would tend to cancel out for 
aggregate predictions) while long run plans tend to reflect more 
general economic prospects and attitudes (that do not tend to can- 
cel out). The NBER study contains a great deal of the latter kind 
of data. Table 1 shows the average dollar amount of buying plans 
for some 18 major durable goods, including automobiles, for house- 
holds in the same income class and age group but different expec- 
tations, attitudes and experience. 

These data indicate that while both six and 12 month plans are 
closely related to factors like income expectations and debt, the 
short-range plans are somewhat more closely tied to these 


Average Level of April 1958 Buying Plans 
for Households with the Same Age of Head 
and the Same Family Income 


(current dollars) 
__Expected Change in Income 
Increase No Change Decrease 
6 month plans 370 290 280 
12 month plans 740 610 540 


Long-range Financial Prospects 
Improve Improve Improve Remain 
Considerably Somewhat Slightly the Same Deteriorate 
6 month plans 440 340 310 260 250 
12 month plans 790 660 650 610 580 


Expectations About Business Conditions __ 


Stay the Worsen 

Improve Same Worsen Considerably 

6 month plans 380 310° 290° ~ 260 
12 month plans 680 660 620 610 


Length of Time Household Expects to Remain in Debt 


Less than More than 
No Debt 1 Year_ 1-2 Years _2 Years 
6 month plans 340 380 210 220 


12 month plans 670 730 580 430 
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expectations and experiences. The percentage difference between 
the plans of people with, e.g., very favorable long-range prospects 
compared to those with unfavorable prospects is greater for short 
range than for long-range plans. Further, the consistency of this 
relationship within the various age and income groups tends to be 
greater for the short-range plans, 

Another piece of data which suggests the same conclusion is a 
comparison of ‘‘definite’’ plans to buy durables with ‘‘probable or 
possible’’ plans, both questions having a 12 month horizon. One 
might expect that the level of definite plans would be comparatively 
insensitive to differences among households in factors like income 
expectations and attitudes, and would mainly reflect factors like 
age, marital status, repair experience for the household’s existing 
stock of durables, and so forth, that is, factors that would be of no 
interest for aggregate predictions. It turns out, however, that the 
relationship between ‘‘definite’’ plans and those expectations or 
attitudes that have a cumulative effect is stronger than that be- 
tween ‘‘probable or possible’’ plans and these variables. For ex- 
ample, there was a considerable difference in the April 1958 buy- 
ing plans of people who thought the present a good time to buy and 
those who thought otherwise. The whole of the difference turns up 
in the definite plans, however; there was no difference in the 
‘probable or possible’’ buying plans of people with different opin- 
ions about buying conditions. 

My interpretation of these results is that the short range and 
more definite plans are probably more useful for forecasting pur- 
poses. The longer range and vaguer plans seem to be less closely 
related to the factors that influence actual purchase decisions. 

It does not follow, however, that short-range expectations, as 
distinct from intentions, are more valuable for prediction. Among 
all the variables causing differences among households in the level 
of durable goods buying plans or recent purchases, the most power- 
ful and systematic was the household’s view of general financial 
prospects over the next five years. This strong relationship could 
not be due to the indirect influence of age, because the households 
were Stratified by both age and income level. 

This striking result suggests several things of relevance to the 
forecaster. One is the simple fact that the long-term income ho- 
rizon of consumers is of very considerable import to the purchase 
decision-making process. Another is that short-run changes inex- 
periences are likely to exert considerable influence over buying 
decisions only when these experiences cause a revaluation of the 
household’s long-term prospects. Finally, accurate use of these 
kinds of data in forecasting models may come to depend on 
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whether we are able to predict the way in which past experience 
shapes expectations, and the way in which expectations change 
through time in response to the course of events. 
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CONSUMER BUYING PLANS- 
PERFORMANCE AND PROMISE 


Morris Cohen* 


HE American standard of living is the envy of the world. In the 

minds of many here and abroad, this standard of living is rep- 
resented by the ownership of consumer durables, such as automo- 
biles, appliances, and homes. At the present time, consumers are 
Spending over $60 billion a year for hard goods and newly built 
homes. 

The widespread ownership of consumer durables and houses 
makes additional purchases highly postponable. If the consumer 
finds his income reduced, or if he knows that his neighbor is out 
of a job, he may decide to keep his automobile one more year. In 
other words, consumer purchases of homes, autos, appliances, 
furniture, etc. are subject to greater short-term change than is 
true, say for spending on soft goods and services. 

In the fourteen postwar years, we have witnessed some remark- 
able, and at the time unexpected, fluctuations inconsumer spending 
for durable goods. The first such episode was evident in the 
strength of backlog demands in the early postwar years. Consum- 
ers raised their outlays for hard goods right through the 1948- 
49 business recession. 

The gyrations associated with the Korean conflict soon fol- 
lowed. From the third-quarter-1950 peak spending rate on con- 
sumer hard goods, these outlays were reduced by 20 per cent in 
just two quarters, 

More recently, in the 1953-54 and the 1957-58 business reces- 
sions, consumers cut back their spending for durables, first by 
7 per cent and then by 12 per cent. But disposable incomes in 
these recessions were little affected in total, though earned in- 
comes did decline. Also, we still wonder at the dramatic upsurge 
in the automobile market in 1955. 

Fluctuations in the market for consumer durables and for 


*Morris Cohen, Senior Economist, National Industrial Conference Board. 


343 


344 MARKETING KEYS TO PROFITS IN THE 1960’s 


housing have raised problems in forecasting. Statistical relation- 
ships between spending and income did not always provide the cor- 
rect answers, particularly for sharp changes in spending that took 
place over a few calendar quarters. 

An alternative approach to appraising the consumer market was 
pioneered by Rensis Likert and George Katona in their early work 
for the Treasury Department during World War II and later in the 
Department of Agriculture. After the end of the war, they moved 
to the Survey Research Center at the University of Michigan where 
they have continued their efforts. 

To put the matter simply, the Survey Research Center for al- 
most a decade and a half hasasked consumers what they plan to do. 
They have placed their primary emphasis on appraising consumer 
psychology. Consumer intentions to purchase are viewed as one 
dimension in a constellation of psychological variables. 

The survey approach to forecasting consumer behavior proved 
to be the best indicator in 1949, whenthe hitherto traditional meth- 
ods failed to measure fully the pent up demands for durable goods. 
The consumer survey method also was more successful in under- 
standing at the time the sharp spending changes that took place in 
the first year of the Korean conflict. 

It is fair to state that the period of backlog demands and war- 
induced fluctuations in consumer buying is over, except, of course, 
in the advent of another armed conflict. With the absence of war 
and war-scare buying, such as the period since the end of the Kor- 
ean war, we have entered a new and perhaps more enduring era. 
Consumer buying, particularly for durables, will still fluctuate up 
and down, but not as erratically as in the past. Significant changes 
in how consumers spend their money, that is among broad classes 
of purchases, may also become evident in the next decade, and 
these may be quite different from those experienced thus far in the 
postwar years. 

The important issues in forecasting consumer spending thus 
center in the areas of pinpointing changes in purchases of consum- 
er durables and in spotting, in advance, possible shifts within the 
consumer budget. Toward this end, many observers agree that 
consumer surveys are and will increasingly become helpful. 

As I stated, the Survey Research Center has long been engaged 
in this endeavor, and we have invited a key member of that organ- 
ization to talk about their approach, with emphasis on the contri- 
bution made possible by emphasizing consumer psychology. My 
role in this program now is to explain why the National Industrial 
Conference Board, with the financial sponsorship of Newsweek 
magazine, is engaged in its own program of consumer survey re- 
search. 
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We start with the proposition that knowledge of consumer buy- 
ing plans makes a positive contribution to forecasting. We believe 
that in addition to information about consumer incomes, assets, 
liabilities, demographic characteristics, etc., you also need to 
know what the consumer himself or herself is planning to do. The 
consumer buying plan is thus the central focus of our research ef- 
forts. 

We recognize that some attention has to be paid to the psycho- 
logical side. We certainly don’t want to ignore it. When it comes 
to buying psychology, however, we don’t believe that we can do any 
better or add anything to the efforts of the Survey Research Center. 

Our contribution to this field rests in the emphasis we give to 
the consumer buying plan as independent data for forecasting short- 
term changes in consumer demand. Such a purpose assumes that 
buying plans can, and in fact, must have some degree of independ- 
ence from current business developments. If buying plans merely 
mirrored current activity at all times, there would not be much 
point in measuring them. 

If you believe that consumers do change their minds, independ- 
ently of economic forces, then the question arises as to when such 
changes will take place. Since they may occur at any time, it fol- 
lows that the best measure of consumer buying intentions should be 
a continuous one. We must be in constant contact with the pulse of 
the consuming public. Thus, the hypothesis that consumer inten- 
tions can and do change over relatively short periods of time 
underlies the Conference Board’s decision to maintain a program 
of frequent and regular interviewing. 

In our buying plans survey, interviews are held with approxi- 
mately a thousand households each week, the interviewee being 
either the head of the household or the first woman of the house- 
hold, normally the wife of the head. Wealternate between male and 
female in married couple households, on the theory that we don’t 
really know who is the final arbiter. As a result, about half of our 
interviews are conducted with women, and about half, with men. 
We cumulate four or five weeks interviewing to obtain monthly fig- 
ures. Thus, our survey is based on about 5,000 interviews a 
month, 

A second feature of the Conference Board’s Consumer Buying 
Plans survey is the emphasis on specific plans to buy. The ques- 
tions are framed not in terms of appliances in general, for exam- 
ple, but in terms of air conditioners, refrigerators, etc. Even the 
kind of floor covering the respondent intends tobuy—tile, linoleum, 
carpeting—is asked by our interviewers. Specifically, we have buy- 
ing plan questions on automobiles, new and used, homes, new and 
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used, air conditioners, dishwashers, refrigerators, television sets, 
and washing machines. 

These plans have been collected beginning with February, 1958. 
Since July, 1958, we have also been surveying plans to buy deep 
freezers, clothes dryers, electric and gas ranges, and vacuum 
cleaners, as well as plans to purchase furniture and floor cover- 
ings, and plans to make home improvements. Starting with Feb- 
ruary, 1958, the first month of our regular interviewing, we also 
query consumers about plans to take a vacation, and plans to buy 
clothing. 

Our emphasis on consumer plans to buy derives in good meas- 
ure from the original and basic purpose of the survey—foreshadow- 
ing the short-run sales trend primarily in consumer durables. We 
hope to better the forecasting of the specific items included in our 
survey. We are interested not in total consumer spending, but in 
how consumer purchases will fare for autos, homes, refrigerators, 
washing machines, etc. taken individually. 

Our method of interviewing is by telephone. Telephone inter- 
views must be shorter than face-to-face interviewing. Onthe aver- 
age our interviews take about twenty minutes. Insuch a short time 
period, we have to concentrate. We decided to concentrate on buy- 
ing plans. 

The other and undoubtedly more important limitation of tele- 
phone interviewing is that not everyone has a telephone. As of 
December 31, 1956, 79 per cent of the entire population and 81 per 
cent of the population in large exchange areas had telephones, ac- 
cording to estimates of the American Telephone and Telegraph 
Company. The porportion is probably higher now, but the omis- 
sion of families without telephones undoubtedly introduces a bias 
into the survey. 

How great that bias is, we cannot tell. It is undoubtedly not so 
great as a mere count of heads would indicate. The low-income 
families excluded from the sample frame make relatively few pur- 
chases of consumer durables, and therefore have relatively few 
buying plans. 

Moreover, the use of the telephone has compensating advantages 
from a sampling point of view which in good measure offset the 
bias of omission. For one thing, interviews do not have to be 
clustered in specific blocks while other blocks are omitted alto- 
gether, in order to save interviewing time. As you know, the 
clustering of interviews decreases the degree of randomness. Then 
too, attrition from the sample owing to non-response is held to a 
minimum. 

This high response rate stems from two causes, the low cost of 
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telephone interviews and the social customs concerning telephone 
usage. Call-backs are so cheap and so many can be made that 
practically everyone, 96 per cent in our experience, can sooner or 
later be found at home. Moreover, the telephone interviewer is 
not barred, as the personal caller often is, by locked apartment 
houses and closed apartment doors. People almost always answer 
their telephones and in a receptive frame of mind. They come pre- 
pared to talk and they rarely refuse. 

I have now discussed three aspects of the Consumer Buying 
Survey, continuous interviewing, the emphasis on buying plans, and 
telephone interviews. I should like to discuss a fourth aspect, 
which like the others helps to distinguish our survey from some 
other surveys of consumer intentions, that is, the short time- 
horizon. Questions on attitudes are formed with reference to the 
past six months and the coming six months rather than the next 
year. Except for the question on plans to take a vacation, queries 
on buying plans also refer to the next six months. In addition, 
everyone who reports the intention to purchase a particular com- 
modity within the next six months is asked when within that period 
he intends to make that purchase. This makes it possible in the 
analysis of the data to segregate plans to purchase within one and 
three months. 

The importance of shortening the time horizon ina buying plans 
survey cannot be overstressed. Let me tell you of an experiment 
we conducted. Last July, we split our sample into two parts. In 
one part, we asked the usual question of plans to buy within the 
coming year. In the other part, we asked the question in terms of 
the next six months. We discovered in almostall cases that asking 
the question in terms of six months resulted in many more buying 
plans than were obtained from the twelve-month question further 
subdivided into the first six months of the coming year. In other 
words, the longer the time horizon, the more the uncertainty. 

You could, of course, carry this principle to its logical con- 
clusion and get buying plans for a very short time period, say the 
next month. For some purposes, this may be a useful procedure. 
In our case, the next six months, is a compromise between great- 
er exactitude and the requirements of published analyses. This 
question is still an open one, and we are experimenting for some 
items with a shorter time period. 

To repeat, the purpose of using a short time-horizon is to im- 
prove the reliability of the reported buying plans, that is to mini- 
mize the reporting of intentions to purchase which have a low de- 
gree of probable fulfillment. The same consideration leads us to 
segregate stated intentions to buy which contained an element of 
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indefiniteness,—‘‘probably will buy’’ for example, from definite 
buying plans. 

We are not certain that the firm or definite plan leads to better 
predictions of the sales trend which is the ultimate test of the con- 
sumer buying plans survey. It will take considerably more ex- 
perience with the survey data, and, I should like to add, consider- 
ably more complete information on retail sales, before that hy- 
pothesis can be fairly tested. 

The firm planner may give the valid indication of probably near- 
term sales, but just the opposite may be true. It may be the un- 
certain planner who proves the better weather vane. It is certainly 
conceivable to me that the best answers may come from a combina- 
tion of these two groups—definite planners and the so-called ‘‘may- 
be’’ group, and with different time lags and certainty coefficients 
for each. We intend to let the facts decide the matter. 

Similarly, we are not at all certain that the six-month time ho- 
rizon is the best one or that the same time horizon applies to all 
commodities. The time relation between plans and purchases, we 
think, is one that can best be determined from the actual data, rath- 
er than as ana priori consideration. Thatis, the lead time between 
a change in stated plans to purchase and a change in sales can best 
be determined by comparing sales and buying plans. Such com- 
parisons as we have been able to make so far suggest that the lead 
time differs from item to item, with the more expensive things, like 
automobiles, having a longer planning period—a greater lead time— 
than less expensive things, like television sets. Our own data fur- 
ther suggest that the trend in buying plans is never so much as 
fully six months in advance of the trend in retail sales, and that 
buying plans for a particular item may even be less than a month 
ahead of retail sales. 

If further experience and the development of completely item- 
ized figures on retail sales should show this to be generally true 
for some items, that buying plans do not furnish a sufficient lead 
over sales, even with brief processing time required by telephone 
interviews, then we shall have to drop such items from the survey. 

In general, however, such comparisons as we have been able to 
make between the trend of retail sales and the trends of buying 
plans fortify our belief that buying plans do have predictive value. 
I do not mean that plans and purchases are synonymous: actual- 
ly there are fewer buying plans than sales. Nor do I mean that a 
given percentage change in buying plans from one month to the 
next or from one year to the next necessarily means the same per- 
centage change in sales. All we can so far see from the limited 
comparisons we have been able to make is that a change in buy- 
ing plans seems to forecast a change in sales and that a decided 
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change in buying plans seems to forecast a decided change in 
sales. We hope in time to refine these observations and to be able 
to translate a specific change in buying plans to forecasts for a 
specific change in sales within a specified number of months. We 
are still far from that goal. 

At the early stages of our survey, we are still careful to high- 
light only the changes in buying plans. Itis for that reason we have 
placed all our findings on plans in terms of index numbers. We 
want our readers to understand we are not making a prediction of 
the total size of the market. Our contribution, it seems to me, will 
come in determining direction of change, and, we hope in helping to 
appraise possible magnitude of change. 

Thus far, too, we have limited the publication of our results to 
averages for two months. Only with more experience will the ul- 
timate goal of monthly reporting be possible. In the meantime, of 
course, we are watching with considerable interest the series of 
weekly buying plans which is generated by our survey. At some 
point, we may also want to report such plans in terms of moving 
averages, thus removing the restriction of calendar monthly re- 
ports. 

So much for the philosophy of the survey, its tenets and its 
aspirations. What have we found out in the past sixteen months? 
In general consumer confidence in business and employment in- 
creased markedly month by month starting with April-May through 
September-October, and then levelled off. When February, March 
and April, 1959, are compared to the same period last year, many 
more people thought business good and jobs plentiful. With renew- 
ed confidence, buying plans also rose. 

The greatest increase this year came in plans to buy automo- 
biles, when you make the comparison with the same period a year 
earlier. In February-March the emphasis was on used automo- 
biles. With rising incomes, buying plans grew more ambitious: 
by April and May, there was a considerably greater increase in the 
year-to-year comparison in plans to buy new automobiles. Com- 
paring April and May this year with 1958, the hike in buying plans 
for new cars was 63 per cent, for used autos 72 per cent. 

The problem of seasonality is important in buying plans, par- 
ticularly when you have a time horizon of less than one year. This 
is striking in the case of automobiles, along with the additional 
complication of the impact of the introduction of new models. 
Thus in 1958, the peak in buying plans for new autos occurred in 
October-November. From December through March, plans to buy 
new automobiles changed very little. How should we interpret 
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this? Without explicit correction factors for season and for new- 
model impact, we had to make year-to-year comparisons which 
I have already cited. In April, and May of this year I am pleased 
to report, plans to purchase new cars reached successive peaks 
for the series to date. Our recent survey findings make me 
optimistic about the prospects for the automobile market. 

In April and May buying plans for new homes were a tenth be- 
low the corresponding 1958 level, though buying plans for used 
homes rose a fifth above the year-ago rate. When people go into 
the market, some of the plans to buy used homes may be translated 
into actual purchases of new ones, in view of the limited supply of 
used homes. In any event, plans tobuyhomes whether new or used, 
reported in April and May, were still running about five per cent 
above the year ago rate. 

Of the three kinds of consumer goods for which year-to-year 
comparisons are possible, appliances experienced the smallest 
gain in buying plans. This may be partly due to the fact such com- 
parisons are now limited to five appliances, questions on other 
home appliances—as well as in furniture, floor coverings and 
home improvements first having been introduced into the survey 
last July. In April and May only air conditioners and dishwashers 
showed an increase in buying plans over the previous year. Plans 
for refrigerators, washing machines and television sets were about 
the 1958 level. 

We hesitate to interpret the trend of buying plans when the item 
concerned has been in the survey for less thana year. Buying 
plans, like retail sales, seem to follow a seasonal pattern, one that 
may be related to the selling season. Of course, with the accumu- 
lation of data, we shall be able to adjust for seasonality, but this 
will take time. 

Let me conclude by affirming my belief in the validity and use- 
fulness of surveying consumer buying plans, as such. I recognize, 
of course, that this should not be the only tool in the forecaster’s 
kit. Certainly careful attention should be given tothe study of con- 
sumer psychology and the impact of income and other economic and 
social forces on consumer spending. Forecasting consumer be- 
havior is much more difficult than we thought a decade ago. We 
need all the allies we can get. 
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MEASURING CHANGES IN 
CONSUMER PSYCHOLOGY 


Eva Mueller* 


AVES of optimism and pessimism play an important role in 

the business cycle. This idea is, of course, far from new. It 
appeared in the literature on business cycles many years ago, for 
instance, in the writings of Pigou and Schumpeter. However, tra- 
ditionally the role of psychological factors in the business cycle 
has been emphasized in connection with the behavior of entre- 
preneurs and speculators, that is, in connection with investment 
decisions. Consumer behavior, by contrast, was thought to be 
governed primarily by financial considerations, particularly the 
level of and recent changes in personal incomes. If psychological 
factors were considered at all in connection with consumer spend- 
ing, they were used as a sort of ex post explanation. That is, if 
consumer spending turned out to differ significantly from what 
would have been expected on the basis of the financial situation of 
consumers, psychological factors and consumer reactions toward 
the unique circumstances of the time were often introduced by 
hindsight as an explanation. 

In the postwar American economy consumer spending on du- 
rable goods has been one of the most volatile components of the 
aggregate expenditure stream. I hardly need to remind you of the 
recession in spending on consumer durable goods in 1951, the 
great upsurge in consumer spending, particularly on cars, in 1955, 
and the sharp drop and rather slow recovery in consumer durable 
goods expenditures in 1958. These fluctuations in durable goods 
spending cannot be explained fully by prior changes in the finan- 
cial situation of consumers. It has become quite clear in the 
1950’s that the consumer, like the businessman, is subject to 
changes in sentiment. When he feels confident and secure, when 
he has optimistic expectations for the future, he is likely to 


*Eva Mueller, Assistant Research Director, Survey Research Center, University 
of Michigan. 


351 


352 MARKETING KEYS TO PROFITS IN THE 1960’s 


improve his standard of living by buying additional, or newer and 
better consumer goods. When he is worried about his job or his 
business, when the chances for income increases look bad, when 
rising prices make it harder to stay within the accustomed budget, 
then the consumer will become cautious in his spending and under- 
take only the most urgent replacement of durable goods. The chief 
impact of changes in sentiment as well as changes in income is on 
purchases of houses and of consumer durable goods. Outlays for 
food, clothing, and services are much more stable. The fact is 
that over the past ten years consumer expenditures on houses 
and durable goods were larger than business outlays on plant and 
equipment and displayed fluctuations of about the same magnitude. 

The important question then is how changes in consumer in- 
clinations to buy can best be measured and forecast? Two ap- 
proaches are now being used. The simpler and more direct ap- 
proach is to question representative samples of consumers about 
their buying intentions. Even though many purchases are un- 
planned or occur after very short planning periods, it is possible 
that changes in the frequency of buying plans over time correspond 
to subsequent changes in the frequency of durable goods purchases 
even though the absolute levels of the two series may not coincide. 
In fact, changes in automobile buying intentions have proven of 
considerable value in forecasting automobile sales, although they 
by no means solve the automobile forecasting problem entirely. 
Buying intentions for houses and durable household goods have not 
performed nearly as well. At several crucial turning points they 
have not provided accurate advance indication of changes in sales. 
It will be interesting to watch the forecasting record of buying 
plans in the future, particularly after enough observations have 
become available to adjust them for seasonal variation. In addi- 
tion to the Survey Research Center, both the Census Bureau and 
Newsweek now collect data on buying plans. Being based on larger 
samples, the new series may help us to identify small shifts in 
buying plans. 

However, I believe that reducing the sampling error by in- 
creasing sample size will not solve all our problems. What we 
are after is a measure of inclinations to buy which reflects some- 
thing more than the financial and demographic characteristics of 
consumers (which after all can be measured more directly). It is 
very doubtful that a few questions on buying intentions can do this 
job adequately. Planning periods often are very short, and many 
consumers do not have clearly formulated plans much before they 
make even large purchases. By measuring buying plans we, in 
fact, intercept the decision-making process at a rather late stage. 
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It is possible, alternatively, to measure the underlying con- 
sumer sentiment directly by asking people a series of questions 
about satisfaction with their current financial welfare, their per- 
sonal financial expectations for the near as well as the more dis- 
tant future, their worries and uncertainties, their appraisal of 
business conditions—present and future, the news they have heard 
and remember, their evaluation of market conditions and prices, 
their price expectations and attitudes toward inflation. Such 
measures of consumer sentiment together with financial informa- 
tion on consumers should give us an indication of the predisposi- 
tion of consumers to make large discretionary purchases—regard- 
less of whether a buying plan has been formulated. To be sure, 
not every family whom we identify as confident, optimistic and 
looking forward to the acquisition of more and better consumer 
goods will actually make a purchase in the half-year following our 
measurements. Yet if consumer sentiment improves between 
time period I and II, for the population as a whole, we have indi- 
cation of greater willingness to buy, which before long should re- 
sult in a generally higher level of buying plans as well as pur- 
chases. 

I am arguing that measurements of consumer psychology have 
three distinct advantages over measurements of buying plans. 
(1) They should have a greater lead time, pointing earlier to 
changes in sentiment than buying intentions. (2) They are inde- 
pendent of the particular direction that spending will take. A de- 
cline in buying intentions for automobiles may or may not be offset 
in the aggregate by greater willingness to make home improve- 
ments or repairs, take vacation trips, or buy power lawn mowers 
or hobby equipment. Plans must be ascertained for a great many 
discretionary expenditures before we can assert with confidence 
that willingness to spend has increased or decreased. (3) Meas- 
urements of consumer optimism and confidence can disclose the 
reasons for changes in willingness to buy, whereas data on buying 
plans at best tell us that a change has taken place. I shall return 
to this crucial point in a few minutes. 

Despite these advantages of going back to the attitudes and ex- 
pectations which underlie changes in buying intentions and pur- 
chases, we at the Survey Research Center believe that at the 
present stage of our knowledge neither buying intentions meas- 
urements nor attitudinal measurements are perfectly accurate— 
far from it. Therefore, both approaches should be further de- 
veloped and experimented with. For forecasting purposes we 
should, for the time being, pool information from both. 

Obtaining reliable measurements of changes in consumer 
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confidence and expectations obviously is a very difficult undertak- 
ing. It is a task that makes great demands on survey techniques 
and interviewing methods. We are continually trying to formulate 
new questions, improve the wording of old questions, drop some 
and add others. We are also trying to find ways of combining an- 
swers to many questions to construct an over-all index of consum- 
er confidence. Although this work is stillinan experimental stage, 
the data already have proven useful as a forecasting tool. 

The movements of our experimental Index of Consumer Atti- 
tudes over the period from late 1952 to late 1958 are plotted on 
Chart I together with the Dept. of Commerce series for personal 
disposable income and durable goods sales to consumers. The In- 
dex is based on answers to six key attitudinal questions. The Chart 
indicates that the longer-run upward trend in durable goods sales 
over this period is best explained by the almost uninterrupted rise 
of personal incomes. The sharp fluctuations in durable goods 
sales, on the other hand, are matched much better by the Attitude 
Index than by variations in the growth of personal incomes. 

Chart I conveys a visual image of the relationship between 
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consumer attitudes, personal disposable income, and expenditures 
on consumer durable goods over the years 1952-59. This rela- 
tionship can be evaluated more precisely by means of time series 
correlation. The following equation relates aggregate durable 
goods expenditures by consumers simultaneously to aggregate 
disposable income and the Index of Consumer Attitudes: 


D = .36 (Ag) + .10 (Y_1) - 27.03 .95) 
(.04) (.01) 


where D equals durable goods expenditures by consumers in the 
half-year following the survey (Dept. of Commerce, seasonally ad- 
justed data), Y_, equals disposable personal income in the half- 
year preceding the survey (Dept. of Commerce, seasonally adjust- 
ed data) and A, is the Index of Consumer Attitudes. The figures 
in parentheses are the standard errors of the regression coeffi- 
cients. The coefficient of multiple correlation (adjusted for de- 
grees of freedom) is .95. This means that 91 per cent of the 
variance in aggregate durable goods expenditures during the pe- 
riod under study is explained by the equation. If attitudes are 
omitted from the equation (that is, if durable goods expenditures 
are related to recent income only) the correlation coefficient is 
reduced to .64 and only 41 per cent of the fluctuations in durable 
goods expenditures are accounted for. Thus it is clear that over 
the period 1952-59 attitudinal data have made a substantial con- 
tribution of their own to our short-term forecasting equation. 

This conclusion is substantiated by Chart II which shows for 
each survey date the level of durable goods expenditures to be ex- 
pected in the following half-year on the basis of the forecasting 
equation, the level of durable goods expenditures to be expected 
on the basis of recent disposable income only, and actual durable 
goods expenditures in the half-year following the survey. Through- 
out the period the estimates based on recent disposable income 
and attitudes approximate future durable goods expenditures much 
more closely than the estimates based on personal incomes alone. 

Needless to say, the Index needs to be broadened and improved 
and must be further tested over a longer period of time. However, 
we believe that such simple quantification is not the only, and not 
even the principal, purpose of our studies of consumer sentiment. 
One of the chief problems in forecasting business conditions, or 
consumer spending, is that each cycle is in some respects unique. 
Each cycle occurs in a particular historical environment. Such 
factors as government policies, international tensions, the first 
appearance of a Sputnik, inflationary pressures, the success or 
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ACTUAL & ESTIMATED DURABLE GOODS SALES, !952-58 
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lack of success of a particular automobile model, the widespread 
introduction of labor saving techniques make a particular cycle to 
some extent different from all previous cycles. Moreover, busi- 
nessmen as well as consumers learn from the past, and may not 
react today as they would have reacted a few years ago to similar 
circumstances. It is the knowledge that the present is never quite 
like the past, which makes it unsafe to rely in forecasting entirely 
on averages of past relationships. 

I believe that this is the area where surveys of consumer sen- 
timent can make their greatest contribution. The unique and spe- 
cial features of the current environment affect the demand for 
goods and services, at least in part, via their impact on the think- 
ing of businessmen and consumers. We can learn from surveys 
how the environment is perceived by people, and what attitudes are 
aroused by these perceptions. What events are salient; what news 
is heard and remembered? Which changes in the environment are 
regarded as temporary; which as permanent? Which are viewed 
with alarm; which are regarded with uncertainty; which give rise 
to optimism; and which are more or less ignored or unknown 
among the masses of consumers? Survey research is capable of 
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providing answers to such questions. To get this kind of informa- 
tion about consumers, we need to establish close rapport with the 
respondent, to have well designed personal interviews, with open- 
ended questions, which permit people in all walks of life to ex- 
press their opinions and views, give reasons for their ideas and 
expectations, express their hopes, fears, and uncertainties. Al- 
though the word depth interviewing is used in market research for 
studies concerned with suppressed motivations and deep-seated 
personality traits, we think of our surveys as a different sort of 
depth interview—where the reasons for changes in inclinations to 
buy are thoroughly explored. 

To illustrate this point of view, I would like to conclude my 
paper by discussing briefly consumer attitudes during the recent 
recession and recovery. In June 1957 we conducted one of our 
periodic surveys of consumer attitudes at a time when personal 
disposable income in current dollars, as well as consumer ex- 
penditures on durable goods, were increasing. However, a number 
of uncertainties in the economic outlook could be listed. In the 
first six months of 1957 industrial production had failed to rise 
above the 1956 level. Personal disposable income in constant dol- 
lars also was stable, rather than rising. This stability meant of 
course increases in some lines of economic activity and decreases 
in others. A second uncertainty were consumer reactions to rising 
prices and rising interest rates. We found that these developments 
aroused some uneasiness among consumers. Good economic news 
has been taken for granted by the American people in the 1950’s. 
Expansion of the economy and rising personal incomes are seen as 
“‘normal.’’ Therefore in mid-1957 news of problems in some in- 
dustries, layoffs or shorter hours in a local plant, though perhaps 
isolated and atypical events, were more widely discussed than 
continued expansion elsewhere. Secondly in mid-1957 people were 
concerned about inflation. Many were fearful that continued price 
advances would require higher outlays for essentials, leaving less 
money for discretionary expenditures. Two-thirds of people who 
expected price advances argued that such a development would be 
“to the bad.’’ The fact that interest rates had been raised also 
was widely known among middle and upper income consumers, al- 
though the reasons for this development were often not understood. 
The most salient information was that mortgage rates on houses 
had risen as well as down-payments. This meant that it was more 
expensive to buy a house, a disappointment to potential home buy- 
ers. The conclusion which emerged from the June 1957 survey 
was that even though economic activity was on a high plateau, con- 
Sumer optimism was weakening. 
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In late 1957 consumer sentiment had taken a more decisive 
turn for the worse. More people had heard unfavorable economic 
news; more families reported that their own financial situation was 
worse. Thus a minor drop in business activity and employment 
re-inforced the consumer’s earlier uneasiness about job security 
and employment opportunities. Two other important facts emerged 
from the November-December 1957 survey. We found that re- 
sentment against price advances had increased; consequently, a 
growing proportion of consumers characterized the period as not a 
good time to buy cars or major household goods. Secondly, there 
was a clear lack of enthusiasm about the 1958 model cars. More 
people than in previous years said that the new cars did not really 
differ from the previous year’s models, or offer any significant 
improvements. These findings pointed to a considerable decline 
in the demand for housing and major durable goods. 

By June 1958, when our next attitudinal survey was taken, the 
recovery had just gotten under way, aS we now know. However, 
many economic analysts foresaw an unfavorable economic climate 
for several years ahead. They spoke of such factors as over-ex- 
pansion of industrial plant, the current low rate of household for- 
mation, the large and relatively new stock of houses and durable 
goods in the possession of consumers, high consumer indebted- 
ness, the effect of automation on employment opportunities, our 
deteriorating competitive position in world markets. In other 
words, a plausible case could be made for a pessimistic outlook 
at that time. How did the consumer view the situation in June 
1958? 

Most consumers knew nothing of the case for an unfavorable 
economic climate. In the course of more than 15 years of pros- 
perity they had learned to look optimistically into the future. Their 
faith that the 1958 recession was only a temporary interruption of 
good times was not disturbed. In reply to questions about longer 
range personal financial expectations very little weakening of this 
basic optimism was evident. In reply to the direct question— 
“Could anything like the depression of the thirties happen again in 
this country during the next five years or so?’’—the majority of 
consumers answered with an unqualified ‘‘no,’’ just as in 1954 and 
1957 when this question was previously asked. 

Secondly, replies to a very open-ended question about ‘‘things 
you would like to spend money on during the next year or so’’— 
showed no evidence of saturation. All but the very poor and the 
very old readily named one, and often many specific major ex- 
penditures they would like to make—ranging from a better house 
to a new living room rug or a trip to Disneyland with the children. 
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The frequency of such wishes was not significantly lower than 
earlier in the 1950’s when similar questions were asked. However, 
in response to a further question about the chances that these wish- 
es could be realized in the next twelve months or so, the reply— 
“there is little or no chance’’—was received much more often than 
prior to the recession. In other words, consumer wants remained 
at a high level in 1958, but major purchases were being postponed. 
It is not a contradiction to report that in spite of optimism about 
long run prospects, people still viewed short run prospects with a 
great deal of uncertainty in June 1958. They did not cut down on 
food and other routine living expenses or service expenditures, 
but purchases of cars, larger luxury items, and major household 
goods continued to be put off in many cases. 

We concluded from these June 1958 findings that spending on 
durable goods would not spark the recovery as it had done in 1954, 
but would lag behind during the expansion. We further concluded 
that the underlying long-run expectations were very optimistic in- 
deed, and that consumers would respond readily to favorable eco- 
nomic developments originating elsewhere in the economy. 

These notions were reinforced by the October 1958 survey. 
Again it appeared that consumer willingness to spend on cars and 
major household goods would be low relative to income for a few 
months to come. For one thing the scars of the recession had not 
healed completely. Many people were aware last October of the 
continued high level of unemployment. They heard about it through 
the mass media or they had friends or neighbors who were still out 
of work. Therefore we found that worries about job security still 
were more widespread than prior to the recession. These were 
the psychological scars of the recession. In the year from Octo- 
ber 1957 to October 1958, a fourth of American families had ex- 
perienced a spell of unemployment or shorter hours. An additional 
13 per cent of families had been affected by the recession in some 
other way—low earnings in their own business, an expected raise 
did not materialize, lower earnings on investments, etc. Many of 
the families with unemployment experiences said that they had 
borrowed money, obtained help from relatives, and piled up bills 
and other debts. It was clear that often these families would not 
be ready for major discretionary expenditures for some time after 
they became re-employed. These were the financial scars of the 
recession. 

The second adverse factor in October 1958 was attitudes toward 
prices. Despite the current stability of the consumer price index, 
many veople believed that prices had risen in the recent past and 
would continue to rise. There was widespread disappointment 
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among consumers that the recession had not brought about lower 
prices. The prospect of rising prices was viewed unfavorably. 
People were afraid that it would be harder to make ends meet. In 
this respect 1958 differed sharply from 1954, when many people 
spoke of bargains, sales, large discounts, good buys. In short, the 
second half of 1954 was viewed as ‘‘a good time to buy,”’ while in 
the second half of 1958 attitudes toward market conditions were 
less favorable. 

In brief, we believe that business forecasting by a model, or a 
business barometer, or a few questions on buying intentions will 
never be entirely reliable in our rapidly changing economic en- 
vironment. One of the principal aims of the survey technique 
should be to supply information which helps us to take account of 
the particular conditions and circumstances of the time. This 
more qualitative information should of course be used jointly with 
quantitative information on the financial situation of consumers. 
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WHAT CAN WE LEARN FROM 
CONSUMER SURVEYS? 


Mona E. Dingle* 


HE great interest that has been shown in consumer surveys re- 

cently, and particularly the number of surveys now being con- 
ducted either on a regular or on an experimental basis, give evi- 
dence that there is widespread belief that something worthwhile 
can be learned from consumer surveys but that opinions are far 
from unanimous as to the best way to go about it. I consider the 
number of persons in the field and the variety of approaches being 
used to be a sign of healthy development, and I believe that all of 
us now in the field are benefiting from the results of the Survey of 
Consumer Finances and other early efforts in the field. 

The Board of Governors of the Federal Reserve System has 
been interested in consumer surveys since an early stage in their 
development. The Board has conducted the Surveys of Consumer 
Finances in cooperation with the Survey Research Center annual- 
ly since 1946, and it has also been responsible for special surveys 
in such fields as automobile purchases and housing from time to 
time. 

The Board of Governors has been interested in consumer sur- 
veys because of the light that they canshed on a sector of the econ- 
omy about which too little is known from other sources. In order 
to perform effectively its duties in the field of credit and monetary 
policy, the Federal Reserve System needs to know what is going on 
in various sectors of the economy and their probable implications 
for future economic developments. For many sectors of the econ- 
omy, a considerable amount of information is regularly available 
either directly to the Federal Reserve System or through other 
Government agencies and financial and business groups. For ex- 
ample, in the commercial banking field reports with considerable 
detail are received regularly—for many banks weekly—and Federal 
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Reserve officials and staff, particularly at the Reserve Banks, 
have considerable direct contact with commercial banks. Informa- 
tion is also available on other major financial institutions and on 
nonfinancial corporations, 

Keeping track of developments through written reports and di- 
rect contacts is substantially easier for these sectors than for the 
consumer sector for several reasons. First, there are fewer such 
institutions, and their assets are more heavily concentrated. Much 
has been written of our unitary banking system and of the large 
number of commercial banks in the United States compared with 
other countries. Nevertheless, there are only 13,500 commercial 
banks in the United States, compared with 57 million consumer 
spending units. Deposits of commercial banks average about $15 
million per bank, while liquid assets reported by consumer spend- 
ing units average about $2,000. 

Second, financial and nonfinancial corporations generally keep 
records because they are in business for profit, and their contin- 
ued existence as profit-making institutions may be dependent on 
the maintenance of adequate records. Consumers, on the other 
hand, frequently are much less than fully aware of their income, 
asset, and debt positions. Finally, financial institutions and non- 
financial corporations are accustomed to reporting information, 
and they are required to report certain information by law or reg- 
ulation. The typical consumer infrequently fills out any financial 
report except an annual income tax report; and that may be very 
brief, if his income is low or confined to wages and salaries, or 
may be filled out by an accountant. He may be suspicious of forms 
or of strangers requesting information, and he may be unable to 
fill out involved questionnaires even if willing. 

We are able to obtain some information on consumer financial 
positions from institutional data either directly or by derivation. 
For example, we receive satisfactory data on the aggregate 
amounts of consumer debt outstanding. We also receive sample 
reports from banks on the volume of demand deposits held by con- 
sumers, and we are able to estimate holdings of other financial as- 
sets by consumer and certain other groups combined by comparing 
the amount outstanding with holdings of reporting institutions. Nev- 
ertheless, to investigate the distribution of financial magnitudes 
among consumers and to find out anything about consumer attitudes 
and buying plans it is necessary to survey consumers themselves. 

Use of data. Because of the interest of the Board of Governors 
in developments in the economy as a whole, we have always tried 
to relate consumer survey data to data for other sectors of the 
economy. In the buying plans area, we have attempted to examine 
the data for consistency with indicated developments in other areas. 
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Even though consumer attitudes and buying plans cannot give us a 
direct forecast of purchases of individual items when external 
changes are expected to take place affecting the consumer, they 
can still give us some indication of the strength of consumer buy- 
ing interest in various areas at the time of interview and of wheth- 
er consumer expenditures are more likely to be heavy or light in 
relation to consumer income. 

We have also made substantial use of the background material 
on consumer financial positions and long-run consumer attitudes in 
analyzing the consumer sector of the economy and judging prob- 
able impacts of various developments. While year-to-year changes 
reported by Survey financial data are rarely great, the overall in- 
formation on such questions as the distribution of debt among dif- 
ferent income and age groups and the relationship between debt 
and liquid assets is extremely important. 

The Board of Governors itself has been only one of the many 
users of Survey of Consumer Finances data. Eitherin the publish- 
ed form or in the form of special tabulations, data have been used 
by other Government agencies, by the economic profession, and 
by many business concerns. While the purposes for which the data 
are used have varied, I believe thatallusers are beginning to rec- 
ognize that, whether one’s primary interest is in the economy as a 
whole or in the market for a single product, one needs to take into 
account probable developments in other sectors affecting the will- 
ingness and ability of consumers to buy. 


Program of Board of Governors in Survey Field 


The Board of Governors at the present time is engaged in eval- 
uating and reconsidering its consumer survey program. For the 
past fourteen years the bulk of its effort has been devoted to the 
Survey of Consumer Finances. As an annual, all-purpose survey, 
the Survey of Consumer Finances has hada substantial contribution 
to make both in individual subject matter fields and in the relation- 
ship among fields. The wide range of subject matter covered and 
the continuity of many of the data over time have added consider- 
ably to the analysis of a variety of subjects. 

On the other hand, limitations of questionnaire space and sam- 
ple size have tended to restrict the amount of information obtained 
in any one area. The necessarily high cost per interview of a ques- 
tionnaire of its length and scope has limited the size of sample and 
frequency of interview in the buying plans area, thus making it 
more difficult to identify and analyze short-run changes. Limita- 
tions of questionnaire space and of the number of respondents in 
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certain strategic population groups have restricted data collection 
and analysis in the financial area. Any changes in our survey pro- 
gram in the future will be designed to help fill in gaps in existing 
data in these areas. 

During 1959 the Census Bureau is conducting for the Board of 
Governors an experimental Quarterly Survey of Consumer Buying 
Intentions, which provides for a substantially larger sample and 
shorter intervals between interviews, at the expense of much of the 
detail provided by the Survey of Consumer Finances. On the basis 
of results in 1959, we shall determine whether or not this experi- 
mental Survey should be continued on a regular basis and, if so, 
what changes should be made. We expect in the near future also to 
reformulate our objectives in the area of consumer incomes, as- 
sets, and debts. Although it is uncertain what specific conclusions 
we shall reach, it is likely that we shall devote more effort in the 
future to special surveys concentrating on limited areas of con- 
sumer finances and possibly making use of samples specifically 
chosen for the purpose. 


Quarterly Survey of Consumer Buying Intentions 


The Bureau of the Census is collecting data on buying plans and 
purchases in January, April, July, and October of this year from 
one-half of the households in the Current Population Survey—or 
about 18,000 households per quarter. The sample covers the entire 
household population. Respondents are interviewed initially in per- 
son, although in subsequent rounds some of the interviews may be 
conducted by telephone. Interviews take place in the week includ- 
ing the nineteenth day of the month, and complete tabulations are 
scheduled to be delivered within six weeks after the completion of 
interviews. 

During the experimental period, questions are being asked on 
intentions to buy new and used automobiles, refrigerators, washing 
machines, and television sets. Emphasis is being placed on six- 
month buying plans, but data are also being obtained on three- 
month plans and, in the case of automobiles, on 12-month plans. 
Data on ownership and past purchases are obtained for the same 
items. A limited amount of information is being collected on in- 
come and demographic characteristics, general economic attitudes, 
and details on ownership, debt, and attitudes in the automobile 
area, 

Reinterviews are built into the Survey program. Ifthe program 
should be conducted on a continuing basis, each household entering 
the sample would be interviewed four times—on entering the sam- 
ple, after a three-month interval, after an additional nine-month 
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interval, and, finally, after a further three-month interval, or 15 
months after the first interview. At any given time, approximately 
one-half of the sample would consist of respondents that were last 
interviewed three months before, and an additional one-half would 
consist of those that were last interviewed nine months before. 
Since purchase data are collected, it will be possible to test ful- 
fillment of buying plans for individuals and groups as well as for 
the population as a whole. 

We are spending 1959 in testing this program both for its tech- 
nical feasibility and for the validity of its results. The experience 
thus far indicates that it is technically feasible to collect and proc- 
ess the data within a short period of time. 


Objective of Survey 


While we are conducting the Quarterly Survey of Consumer 
Buying Intentions on an experimental basis and expect to spend 
the year in testing ways of obtaining data and interpreting results, 
we are Starting out with the assumption that the data collected on 
buying plans will probably not yield directly a forecast of either 
which individuals will make purchases or evenhow many purchase- 
es will be made. One important thing that we have learned from 
the Surveys of Consumer Finances and other surveys that have 
been in the field is that many consumers do not have definite plans 
to buy or not to buy various items, and that it is to a large extent 
coincidence if the proportion of consumers that express intentions 
to buy in a given period and the proportion that buy in that period 
are equal. What we would hope to get would be data on expressions 
of consumer interest in an area which could be interpreted in con- 
junction with earlier movements of the series itself and recent and 
expected developments in other areas to form some judgment con- 
cerning the probable strength of consumer buying pressures. 

On the surface, it seems plausible that the way to find out 
whether a person will buy a given item is to ask him directly, and 
that the way to find out how many sales will be made is to take the 
proportion of respondents that say they will buy and multiply it by 
the number of individuals or households in the population. In the 
early days of consumer surveys, an attempt was made by many 
users to interpret consumer survey data in precisely this way. 
Such a procedure would be appropriate if plans to buy were defi- 
nite and irreversible. 

There are two problems in practice with this approach, how- 
ever. The first is the problem already mentioned—that is, that 
the ability and willingness of consumers to carry out their plans 
are frequently affected by external developments which they are 
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unable to anticipate. Conditions of supply are always important 
and in some cases may be the decisive factor in the volume of pur- 
chases actually made. For example, in the years immediately fol- 
lowing World War II, buying plans for automobiles were consider- 
ably higher in relation to realized purchases than in recent years. 
A major reason was the inability of manufacturers to increase out- 
put rapidly enough to meet the demand. The high level of demand 
was reflected in part in expanding purchases but in part also in 
rising prices, waiting lists, and black and graymarkets. While the 
influence of the supply situation in this period was an extreme one, 
any changes in the availability and price of commodities will affect 
the level of consumer purchases. 

Consumer purchases are also affected by unexpected changes in 
consumer income and by unforeseen changes in available credit 
terms on major items. Major social, political, or military 
changes, such as the outbreak of war in Korea, can lead to sharp 
changes in purchase rates even in the absence of realized changes 
in incomes, prices, or credit terms. 

A second problem with attempting to find out through interview- 
ing who will purchase given items is that relatively few persons 
have definite plans to buy or not to buy long in advance of making 
the purchase. While there are many possible developments that 
can affect the ability and willingness to purchase on the part of 
consumers taken as a group, there are many more that affect pur- 
chases of individual consumers. Purchases of individual items by 
individual consumers are affected not only by changes in incomes, 
prices, and available credit terms but also by other factors affect- 
ing the desirability of the items and the availability of funds. For 
example, a consumer may make an unplanned purchase of an auto- 
mobile if his old automobile breaks down or if commuter train or 
bus schedules are canceled, or he may fail to make a planned pur- 
chase if his income declines or he has unexpected expenditures to 
make. Purchase at any given time is also closely related to find- 
ing an item meeting his specifications at a price that he is willing 
to pay. 

Survey of Consumer Finances reinterview data have shown that 
the purchase rate for consumer durable goods has always been 
highest for those spending units that had expressed intentions to 
buy but that, nevertheless, more than one-half of all purchases 
have typically been accounted for by the majority of consumers that 
have not expressed such plans. 

Most workers in the survey field, I believe, have come to re- 
gard buying plans data collected in consumer surveys as an index 
of consumer buying interest at the time of the survey rather than 
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as a direct forecast of actual expenditures. In forecasting future 
purchases, the movement of reported buying plans may prove to be 
more important than the level. Moreover, one needs always to be 
aware of economic developments likely to affect the willingness or 
ability of consumers to buy. 

Once one takes this approach, testing the validity of the buying 
plans data becomes more difficult. If they are interpreted as only 
one of a number of pieces of evidence bearing on the strength of 
consumer demand, then their interpretation becomes very subjec- 
tive and it is very difficult to assess their contribution to an econ- 
omic forecast. Merely to compare purchase rates with buying 
plans without reference to other developments, however, is not a 
valid test. 

Some of the questions that we consideredin setting up the Quar- 
terly Survey of Consumer Buying Intentions and that we hope to 
test by means of our program this year concern the length of the 
relevant consumer planning period, the frequency of interview, and 
the necessary size of sample. Most of these decisions concerning 
the collection of data had to be made before we went into the field. 
In the matter of interpretation of data, many questions concerning 
the weighting of the data obtained, adjustments for seasonal move- 
ments, and effects of developments in other areas on consumer 
purchases remain to be considered. 


Planning Period 


The most appropriate period to cover in questions on buying 
plans is a subject that has receiveda considerable amount of atten- 
tion in recent years. Basic buying plans questions in the Survey of 
Consumer Finances covered one year for all items, although in 
some cases supplementary questions were asked referring to ei- 
ther longer or shorter periods of time. Thetrend now seems to be 
toward a shorter period. The major consideration is that a period 
be chosen which is meaningful from the standpoint of the indivi- 
dual, although a secondary consideration is the usefulness of the 
period from the standpoint of users of the data. The choice of an 
appropriate period is important even though one looks upon buying 
plans data as an index of interest rather than a direct forecast of 
who will buy; only if the period is meaningful in terms of the in- 
dividual’s planning horizon can a significant index be obtained. 
The most appropriate period may vary from item to item. A more 
important problem from the standpoint of obtaining meaningful 
data is the fact that the planning horizon, even in the limited sense 
considered here, will differ from individual to individual. 
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From the standpoint of individual fulfillment, the most accu- 
rate expressions of intentions to buy most items would probably 
be for either a very short or a very long period. For example, a 
person might be able to say readily whether he plans to buy a car 
tomorrow because many prospective purchasers will already have 
made commitments to do so. Likewise, a person could probably 
tell whether he plans to buy one within ten years. Neither of these 
time dimensions would be particularly useful, however, from the 
standpoint of the needs of either monetary policy or marketing de- 
cisions, Within the range of time periods that may be useful from 
the analytical point of view, the longer the period, the more one 
encounters the area of completely unformulated plans; but the 
shorter the period, the more the restrictions imposed by the time 
period itself may affect results. For example, asking whether a 
person plans to buy a car within a month requires obtaining the 
answer to whether he is in the market for a car and also whether 
he expects to find what he wants within one month. 

The current tendency seems to be in the direction of a six- 
month period, although some surveys attempt to obtain plans for 
longer or shorter periods as well. Major questions in the Quarter- 
ly Survey of Consumer Buying Intentions pertain to a six-month 
period, although some information is obtained for a three-month 
period and, for automobiles, for a 12-month period. One thing 
that we are testing during the experimental year is the relevance 
of the various periods. It should be pointed out that the test will 
not be a complete one, however, for the ordering of the questions 
may be expected to influence responses. 


Frequency of Interview and Size of Sample 


Another question that has received considerable attention is the 
frequency with which interviewing should take place. Although the 
Survey of Consumer Finances has covered a one-year period in its 
questions and used a one-year interval between rounds of inter- 
viewing, there is no necessary relationship between the two, What- 
ever the period covered by the buying plans questions, it is desir- 
able that interviewing be frequent enough to identify marginal 
shifts in buying interest and to provide the users with up-to-date 
data. 

There is general agreement that the more frequently one can 
obtain a measure of buying interest the better, other things being 
equal. Frequently, however, considerations of economy require 
that a choice be made between a larger sample or more detailed 
questioning, on the one hand, and more frequent interviews on the 
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other, and under such circumstances the choice made will depend 
in part on the particular objectives of the survey. While it may 
be possible to increase the size of the sample by combining data 
from successive rounds of interviewing, difficulties may result 
when economic conditions are changing. Time required in proces- 
sing may also modify some of the advantages of frequent inter- 
views. We believe that the three-month intervals selected for the 
Quarterly Survey of Consumer Buying Intentions will be short 
enough to pick up major shifts in buying interest and to give us rea- 
sonably up-to-date data, while permitting us to maintain an ade- 
quate sample for our purposes. 

The size of sample is a particularly important consideration if 
the objective of a survey is to measure short-run changes. Ex- 
perience has shown that buying plans for most major items fluc- 
tuate within a relatively narrow range and that a sample of sub- 
stantial size is required for such a change to be outside the range 
of sampling variability. For example, in recent years the propor- 
tion of spending units expressing plans to buy new automobiles in 
the Survey of Consumer Finances has rarely varied more than one 
to 1 1/2 percentage points from year to year, but changes of this 
magnitude are within the range of sampling variability at the 95 
per cent level. A change of 1 1/2 percentage points in the number 
of units purchasing, however, is equivalent to about 1,000,000 auto- 
mobiles; and, converted to a meaningful index, a change of 1 1/2 
percentage points in the proportion with buying plans might well 
be equivalent to a larger number. When changes have been within 
the range of sampling error, we have hesitated to place much re- 
liance on them, even though later developments in some cases 
showed that reliance might have been merited. Other things being 
equal, it is desirable that the sample be as large as possible to 
reduce sampling error. 

The sampling error will be substantially less in the Quarterly 
Survey of Consumer Buying Intentions than in the Survey of Con- 
sumer Finances because of the larger sample size—18,000 per 
quarter, compared with 3,000 per year—and changes in buying 
plans should more frequently fall outside the range of sampling 
variability. If it is decided that the buying plans data are by their 
nature a valid indicator of buying interest, we shall be more will- 
ing to place reliance on indicated changes of modest magnitude 
because of the larger sample size. Moreover, the comparison be- 
tween intentions and purchases for testing purposes will be facil- 
itated if sampling errors are minimized and reported differences 
can be attributed more fully to real differences between purchases 
and reported plans rather than to sampling variability. 
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The increased size of sample and the large extent of reinter- 
view will also facilitate testing of fulfillment of buying plans by 
individuals and groups within the population. By comparing plans 
with later purchases for various groups in the population, we hope 
to determine the extent to which plans are fulfilled within groups, 
even though not necessarily by the same individual, and how such 
fulfillment rates vary among groups. By comparing plans and pur- 
chases for individuals, we hope to be able to determine not only 
the degree of individual fulfillment but also the characteristics of 
individuals that tend to fulfill their plans. Such comparisons were 
difficult with the Survey of Consumer even in the few years in 
which reinterview was included because of the relatively small size 
of the reinterview sample—about 1,000 in most reinterview years. 
Making the comparisons will be important not only from the stand- 
point of evaluating data but also facilitating interpretation. 


Interpretation of Data 


Considerable work remains to be done with respectto the inter- 
pretation of data in the buying plans field. A problem will always 
remain of relating buying plans data to developments in other sec- 
tors of the economy. There are also problems, however, of finding 
the most meaningful way to look at the buying plans data them- 
selves. The tendency in the past has been to publish data on the 
percentage of consumer units expressing any buying interest in the 
items considered. It may be, however, that more meaningful re- 
sults can be obtained by looking at individual groups of planners 
separately or by weighting different groups differently in computing 
an overall index. We plan to experiment this year along these 
lines. both by comparing fulfillment rates for individuals and 
groups and by observing movements of indices constructed along 
different lines. If the Quarterly Survey of Consumer Buying Inten- 
tions is continued, the results of these experiments may lead to 
publication of results separately for different groups, or to con- 
struction of an index, or to a combination of the two. 

One major question to be considered is the relative importance 
to be attributed to consumer units expressing varying degrees of 
certainty in their plans. In recent years, the tendency has been to 
add together without weighting those units saying that they will def- 
initely buy, will probably buy, and might buy. It is possible, how- 
ever, that a better indicator of buying interest might be obtained 
by constructing an index with different weights for plans of vary- 
ing degrees of certainty or by considering separately changes in 
plans with varying degrees of certainty. 
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Another question that needs to be considered is whether differ- 
ent income and age groups should be weighted differently or con- 
sidered separately. We know that both buying plans and purchases 
vary among income and age groups, and that the general nature of 
the variations are similar. Wearenot sure, however, whether pur- 
chase plans are a better device for predicting subsequent purchas- 
es in some age and income groups than others. The increase in 
the total size of the sample and in the reinterview portion will en- 
able us to test both individual and group fulfillment rates within 
these and other significant groups. Moreover, it will be possible 
to obtain better information on the locus of marginal shifts in pur- 
chase plans and in purchases. Information of this type will facil- 
itate decisions on grouping of data and, if it should appear desir- 
able, index construction. 

Whenever data are collected more frequently than annually, the 
seasonal movement of the series becomes an important consider- 
ation. There are known to be important seasonal movements in 
purchases of certain types of goods, but more investigation needs 
to be carried out on the seasonal movements of buying plans them- 
selves. To determine seasonal movements satisfactorily, consid- 
erably more than a year’s investigation will be required, since 
movements in any year reflect not only seasonal but also cyclical 
and other influences. Some light should be shed on the matter 
within the next year, however. 

Not only the seasonal movement but also the other matters 
being investigated will of course need to be followed closely if the 
Quarterly Survey of Consumer Buying Intentions is continued be- 
yond 1959. It may be found that the validity of a buying plans index 
in predicting purchases of given groups varies over the cycle. 
Needed improvements will also undoubtedly be indicated in methods 
of obtaining information. What we do hope to accomplish during 
1959 is to reach a decision as to whether the buying plans data as 
collected in this Survey add enough to data available from aggre- 
gative sources and other surveys to make their continued collection 
worthwhile. In addition, if it appears that the Survey should be 
continued, we hope to make limited progress in solving the prob- 
lems of obtaining data within the framework of the Survey and in 
interpreting the data obtained. 
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MARKETING INTELLIGENCE AND 
FEDERAL STATISTICS 


Roye L. Lowry* 


HEN the marketer looks at Federal statistics his estimate of 

their value is based upon a very simple, practical test. It is 
a short test, containing but one question: ‘‘Do Federal statistics 
help me to operate more effectively?’’ If they provide information 
of value to him, they pass. If they do not, they fail and are con- 
signed to that portion of outer darkness reserved for ‘‘useless 
Statistics.’’ 

What kind of intelligence is the marketer looking for in Feder- 
al statistics? He wants something which will increase his stock 
of information about his market: its size, its potential, its shape, 
trends of development, the outlook—anything which will help him 
to make better decisions in any one of the numerous areas of his 
activity, ranging from the setting of sales goals to long-range 
product planning. 


Marketers Want Detailed Facts 


The marketer is typically looking for detailed information 
having a direct application to his particular problems. Like any- 
one who asks a question, he prefers a simple and direct answer. 
Some marketers who look to Federal statistics for information to 
guide them are greatly disappointed when they find no direct an- 
swers to their inquiries. Others, who may be more fortunate in 
finding the kind of detail they are looking for, are frequently dis- 
appointed because it is found only in periodic Censuses which, 
more often than not, are somewhat out of date for many of the 
marketer’s needs. Even current data of particular interest to the 
marketer may be somewhat dated from his point of view. 


*Rove L. Lowry, Executive Secretary, Federal Statistics Users’ Conference, 
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Federal Statistics Furnish General Facts 


Are Federal statistics therefore ‘‘useless statistics’’ to the 
marketer? It depends. If the marketer will accept only the direct 
and simple answer, much of the information in Federal statistical 
data will remain for him forever unusable. If, however, he is 
prepared to draw inferences from more general economic facts, 
the marketer can find in Federal statistics a wealth of information 
which is otherwise not available. 

A sophisticated marketer who is grateful for any information 
he can get and who is accustomed to developing his marketing in- 
telligence via inferences from a variety of sources, finds addi- 
tional hurdles which he must overcome if he is to make effective 
use of Federal statistics. 


Preoccupation with Production has Shaped Federal Statistics 


Perhaps the most serious obstacle to the effective use of Fed- 
eral statistics as a source for marketing intelligence stems from 
our traditional preoccupation with production as the most signifi- 
cant feature of economic life. The United States has always been 
production-minded. 

It is not surprising that our statistics have generally reflected 
this pride of place accorded to production. There are, of course, 
many practical reasons why it has been easier to develop data re- 
lated to production. For example, there have always been fewer 
manufacturing than distribution establishments, and their records 
have generally been better. Moreover, public policies designed to 
encourage the development of industry or to regulate it have en- 
couraged the collection of data about manufacturing output. There 
seems little doubt, however, but that the body of Federal statistics 
available to marketers today would be significantly different from 
that which actually exists had marketing received the attention 
which has been reserved to production until relatively recent 
times. Thus we have a considerable body of information which 
tells how much of what has been produced, but much less about 
who uses how much of what has been produced. 


Industrial Marketers Favored by Production-Oriented Data 


Marketers seeking intelligence from Federal statistics sources 
are not uniformly affected by output-oriented data. A marketer of 
materials or equipment used in industrial processes finds a great 
deal of pertinent information about his market in the output data 
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relating to the industries in which his customers are classified. 
From ‘‘value added by manufacture’’ he can get some idea of the 
size of his market. From ‘value of shipments’’ he can get some 
idea of his customers’ propserity. 

How different is the situation of the marketer of consumer 
goods! His most detailed information in Federal statistics is 
typically described in terms of the dollar volume of sales by type 
of outlet. True, some of the outlets are described by titles which 
are more or less indicative of the kinds of goods they handle. 
Others, however, are grouped into what seems to be unusual ag- 
gregates from the marketer’s point of view—such as the lumber, 
building materials, hardware, and farm equipment group in the 
Monthly Retail Trade Reports. 

Even some of those which appear to be quite specifically de- 
scribed have outgrown their descriptive framework under the im- 
pact of new marketing practices. Such, for example, are the 
grocery stores, many of which have come to market an ever- 
broader selection of non-food items. 


Federal Statistics Give Facts About Customers 


The marketer of consumer goods, disappointed though he may 
be at having ‘‘lost’’ the goods he markets immediately after they 
have passed through the factory gates as ‘‘value of shipments,’’ 
can find a good many helpful facts about his customers in Federal 
statistics. The most detailed of these are to be found in the Cen- 
suses of Population and Housing and the most up-to-date ones in 
the Current Population Reports and in the employment and earn- 
ings data of the Bureau of Labor Statistics. Current farm income 
data from the Agricultural Marketing Service, as well as the other 
Situation Reports are of interest to marketers of goods and sup- 
plies used in agricultural production as well as to the marketer of 
consumer goods. 

In between the periodic Censuses and the current data from the 
three major statistical producers lies a vast area which is filled 
with interpretive reports of one kind or another, special studies 
and one-time surveys which fill in some gaps for some marketers 
of consumer goods. 


National Economic Accounts: A Break With Production- 
Oriented Statistics 


One more regular source of information for all marketers, 
especially for the marketer of consumer goods deserves special 
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mention, This is the national economic accounts. It is rather in- 
teresting to find that a body of data, originally conceived as being 
of value primarily for broad economic analysis should receive the 
attention of that epitome of micro-analysts, the market research- 
er. 

The reason is easy to find. The national income and product 
accounts are unique in Federal statistics in that they show gener- 
ally how goods and services are used. The full title of Gross Na- 
tional Product is Gross National Product or Expenditure. From 
the Personal Income and Outlay Accounts the marketer can derive 
a wealth of information about consumer buying power and buying 
‘“‘habits.’’ 

The marketer has every reason to welcome this information. 
He may also have some reason for regret if he uses it without 
making at least a cursory examination of its sources. Like all in- 
telligence it needs to be evaluated if it is to be used effectively. 

The marketer needs always to bear in mind that the national 
economic accounts are estimates of our national income and prod- 
uct. These estimates are synthetic figures developed from a va- 
riety of sources by a variety of techniques. They can be no better 
than the basic information from which they are derived. The mar- 
keter needs to remember also that, as estimates designed pri- 
marily for use in broad economic analysis, the national economic 
accounts may have internal errors which are insignificant when 
compared with the whole, but of major importance to a user whose 
main interest lies in the affected area. Moreover, revisions in 
the estimates are not highlighted except in periodic volumes such 
as the recent U. S. Income and Output and may be overlooked for 
some time by a user who does not always pay close attention to 
detail. 

With all of their shortcomings, the national economic accounts 
still remain a significant contribution to improved marketing in- 
telligence in Federal statistics because they focus on the uses of 
our national income and product as well as on the sources from 
which they are derived. 

Although the national economic accounts are the only regu- 
larly appearing Federal statistics which have broken away from 
the ‘‘traditional’’ orientation toward production, there are other 
developments which have reflected a growing interest in and rec- 
ognition of the importance of gaining more information about the 
demand side of our market economy. 


376 MARKETING KEYS TO PROFITS IN THE 1960’s 


Inter-industry Purchases and Sales: An Under Developed 
Source of Marketing Information 


The most intensive study of the demand side of our economy in 
Federal statistics is to be found in the inter-industry studies of the 
Bureau of Labor Statistics. These studies, now out of date, were 
based on Census of Manufactures data for 1947, were made under 
Air Force sponsorship for the purpose of aiding mobilization 
planning. The inter-industry relationships which they reveal are 
j@st as significant as sources of marketing information. Of spe- 
cial interest to marketers are the unpublished data of the industry 
reports which lie behind the summary inter-industry purchases 
and sales tables. 

Marketers generally have been slow to recognize the impor- 
tance of these inter-industry studies as a source of marketing in- 
telligence, partly because there was no consistent effort to show 
the significance of this approach for developing marketing infor- 
mation. Applications of these studies to the chemical industry, 
the steel industry, the paper industry, a regional application to the 
Eighth Federal Reserve District, and a more generalized article 
on their value in market research which appeared in the Journal 
of Marketing in 1952 represent the sum total of the effort to pub- 
licize the use of these data for marketing purposes. 

The study of inter-industry relationships has not yet become a 
regular part of the Federal statistics program. However, AMS is 
working on a study of agriculture for 1955 using these techniques, 
and the 1958 Census of Manufactures was designed to furnish in- 
formation for a study of inter-industry purchases and sales for 
1958. Present plans are to produce a table of inter-industry pur- 
chases and sales as part of the work of the National Income Divi- 
sion of the Office of Business Economics. Whether or not this 
study will yield the kind of useful market information provided by 
the BLS 1947 study is not clear. It is certain, however, that the 
work will have to be greatly speeded up if it is to yield marketing 
information of maximum usefulness. 


One-Time Surveys Have Added to Marketing Intelligence 


Additional information about the demand side of our economy 
has been produced by one-time surveys of one kind or another. 
These vary from the surveys of consumer expenditures made by 
the Bureau of Labor Statistics in connection with the revisions of 
the Consumer Price Index to the same bureau’s surveys of The 
Characteristics of New Housing. In general, these one-time 
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surveys have focused on how some groups spent its income ata 
point in time, as, for example, the Survey of Farmers’ Expendi- 
tures in 1955, or on developing detailed information on the use of 
some particular kinds of products, such as the Household Food 
Consumption Survey of 1955 or the 1953 Materials Use Survey by 
the Housing and Home Finance Agency. These surveys have pro- 
vided a great deal of meaningful information; they would acquire 
greater significance if they could be worked into the Federal sta- 
tistics program as regular features on a periodic basis. 


New Census Programs Have Marketing Orientation 


Another break with the traditional production orientation of 
Federal statistics can be seen in some new developments in the 
Census current statistical program. Take, for example, the ex- 
perimental work now going on to measure monthly retail inven- 
tories of a number of major household appliances, or the new 
quarterly survey of textile inventories, designed to produce physi- 
cal volume inventory data at several stages in the pipeline from 
weaving mills through wholesalers or jobbers. An effort to pro- 
vide monthly information on retail credit outstanding, broken down 
as between installment and charge accounts, is still another de- 
velopment which would yield significant intelligence to many mar- 
keters of consumer goods. 

All of these developments: the growth of the national economic 
accounts, the study of inter-industry purchases and sales, consumer 
expenditure surveys, and new efforts to produce more detailed in- 
ventory and credit information, indicate a long-term growing 
awareness of information needs which have not been met by con- 
centrating attention on the production function of our economy. 

Perhaps the most significant recent example of this new 
awareness can be found in the forthcoming revision of the Federal 
Reserve Board Industrial Production Index which seeks to look at 
production from a customer’s point of view and to express produc- 
tion in terms of the uses to which production is put. 


Some Losses of Marketing Intelligence 


Long-term trends, lovely as they are, especially when they are 
going in a beautiful upward direction, always hide the jagged ups 
and downs more characteristic of actual every day existence. One 
of the losses most keenly felt by marketers has been the loss of 
commodity line detail in the 1954 Census of Business. A resuci- 
tation of this feature is being considered as the subject of a special 
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survey in 1960 but it is not clear to what extent this will meet the 
needs which have been expressed by marketers, 


Timeless Gains 


The user who seeks marketing intelligence in Federal statistics 
is frequently critical of the timeliness of the data available to him, 
Some improvements in timeliness tend to be overlooked because 
they are not of a sufficiently massive character to be significant 
from the user’s point of view. Others are overlooked because it 
becomes ‘‘traditional’’ to criticize some series—and the critics 
forget to change their set criticisms until some time after the im- 
provements are made. Continuing improvements in the Internal 
Revenue Service’s Statistics of Income are a case in point. 

The Census plans to release data from the 1958 Economic 
Censuses and 1960 Censuses of Population, Housing, and Agricul- 
ture anywhere from five to 18 months earlier than was the case in 
the last previous Censuses. If this schedule is met, let us hope 
that this improvement does not pass unnoted by users who have 
long looked for more timely release of this important benchmark 
data. 


The Problem of Detail 


The development of sampling techniques and their growing ap- 
plication to Federal statistics have given marketers more timely 
data than otherwise would have been possible. There is a price to 
be paid for these data, and it is a price which the marketer is 
loath to pay. 

Sampling as it has been applied in Federal statistics, has in- 
volved the suppression of geographic and other detail for which 
marketers find considerable use. Even when some detail is sup- 
plied, it may not be relevant to the problems faced by the user 
seeking marketing intelligence—such, for example, is the limited 
regional information appearing in the Monthly Retail Trade Re- 
ports, 

An attempt has been made to supply some additional geographic 
detail for users of Federal statistics through the cooperative pro- 
gram of the Bureau of the Census and the Bureau of Old Age and 
Survivor Insurance which produces County Business Patterns. 
Valiant as this effort has been, the result has suffered from a lack 
of timeliness and a lack of regular periodicity. Present plans call 
for improvement on both scores. The next edition of County Busi- 
ness Patterns covering the first quarter of 1959, is scheduled to 
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appear in mid-1960, and regular editions are planned covering the 
first quarter of odd-numbered years except for those years cov- 
ered by an Economic Census. It is hoped that these plans will be- 
come reality. 


Detail vs New Kinds of Information 


Despite the efforts to provide additional detail via the fuller 
utilization of existing materials, the marketer frequently finds the 
lack of detail to be one of the major shortcomings of Federal sta- 
tistics as a source of marketing intelligence. Should more public 
funds be spent to increase the amount of detail, geographic and 
otherwise, in Federal statistics? The answer is not easy because 
the demand for additional detail in existing series competes with 
demands for new kinds of information, and the amount of funds 
likely to be available to spend on Federal statistics, even under 
the rosiest of possibilities, will undoubtedly be less than enough to 
meet all expressed needs. 

One of the growing interests in new types of information is the 
interest in anticipatory data. The best known series in this area 
is the Federal Reserve Board’s Annual Survey of Consumer Inten- 
tions. Other Federal statistics in this area are relatively limited. 
The OBE-SEC plant and equipment expenditure survey and the 
annual OBE survey of businessmen’s expectations are the primary 
published anticipatory series presently available. The experimen- 
tal Census-Federal Reserve Board quarterly survey of consumer 
spending intentions is a venture which is being watched with inter- 
est by many users. The Federal Statistics Users’ Conference last 
year proposed that the Federal government undertake more exten- 
sive work in this area, and it is a fair assumption that additional 
proposals of a similar nature will be made in the future. 


Changing Economy and Changing Informational Needs 


The information needs of marketers change with changes in our 
economy. For example, the continuing urbanization of our country 
raises new statistical as well as other problems. Is the standard 
metropolitan area becoming obsolescent? How meaningful is it 
when cities of 100,000 and over can be lost in an SMA? Is there a 
need for some kind of new statistical ‘‘building block’’ if Federal 
statistics are to have their maximum usefulness to users needing 
geographical detail, but whose exact needs differ? 

Or take the informational needs stemming from the continuing 
agricultural revolution. Do present data supply the answers to 
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today’s questions? Are they likely to supply answers to tomor- 
row’s? Marketers of agricultural products, processors of agri- 
cultural products, suppliers to the production needs of American 
agriculture and the consumption needs of American farmers need 
to ask themselves these questions. They have an interest in these 
matters no less important than that of the man who is trying to de- 
fine a proper public policy for modern agriculture. 

Looking back over the developments in Federal statistics dur- 
ing the past two decades, it is clear that there has been a growing 
recognition that the broad public need for information about our 
economy cannot be met fully by production-oriented statistics. In 
a number of important ways Federal statistics have come to pro- 
vide additional kinds of information which provide new insights 
into the way the economy works. Many of these new developments 
have dealt with areas or activities of great interest to marketers 
and have, as a consequence, led to the development of important 
new sources of marketing intelligence. 


Marketers Have Played Little Role in Developing New 
Information 


Although these new developments have produced information 
about those economic activities of our society which are of great- 
est interest to marketers, it must be admitted that they have oc- 
curred largely without reference to marketers’ needs for informa- 
tion. Marketers have served on numerous advisory committees 
and have furnished valuable counsel to statistics-producing agen- 
cies, but in general, they have been content to accept with gratitude 
any favorable developments or to complain about statistical short- 
comings without taking any further affirmative action to develop 
more adequate sources of marketing intelligence in Federal sta- 
tistics. 

At times, marketers have shown themselves to be curiously 
indifferent to action affecting the information they receive from 
Federal statistical sources. For example, they were largely in- 
different to the elimination of the Economic Censuses in 1953 and 
to the continued erosion of the National Income Division of the Of- 
fice of Business Economics in the years after 1950. True, they 
did rally to a massive support of the Economic Censuses in 1954, 
but this was essentially a defensive action in a desperate situation. 
The situation itself would never have arisen had marketers been 
taking an active interest in Federal statistics as a source of in- 
formation. 

Is the past indicative of the future? It is inevitable that the 
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dynamic development of our economy will give rise to new needs 
for information. It is almost inevitable that Federal statistics 
will produce more marketing intelligence in the future than they do 
today. While it seems unlikely that the debacle of 1953 will occur 
again at an early date, there is no ‘‘built-in’’ assurance that it 
won’t happen in the future if marketers exhibit the same indiffer- 
ence they have shown in the past. In any event, future develop- 
ments in Federal statistical programs are likely to occur by fits 
and starts and largely without reference to marketers’ needs un- 
less marketers take a more active and continuing interest in these 
sources of marketing intelligence than they have in the past. 


Marketers Can Help Shape Statistical Programs 


Marketers can help to shape the future development of Federal 
statistical programs if they are willing to make the persistent ef- 
forts necessary to secure basic improvements. In working for the 
development of more useful information, marketers must recog- 
nize that Federal statistical programs are not, can not, and should 
not be designed to meet the specific needs of each marketer. This 
demands of marketers that they define their common interest to 
the end that each proposed development in Federal statistics 
serves the broadest possible needs. 


Broad Perspective Needed 


Marketers also must recognize that, despite hymns of praise 
for our free market economy, the phrase ‘‘marketing information’’ 
often has a derogatory connotation when it is used in connection 
with statistical data coming from Federal programs. This raises 
the question of the extent to which there is a public interest in 
providing information which benefits marketers. The burden of 
proof has been upon marketers in the past, and there is no reason 
to believe that the situation will be different in the future. 

There are no hard and fast criteria to define the public inter- 
est, nor is it likely that any can be developed. As a practical mat- 
ter, marketers are more likely to get improvements which make 
Federal statistics more useful to them when the improvements 
also meet informational needs felt by other users both in and out- 
side of the business community. While it is quite clear that some 
information which some marketers want is of very limited, if any, 
interest to anyone else, even in the marketing field, it is surpris- 
ing to find how widespread is the need which other users feel for 
many kinds of information which marketers want for their own 
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purposes. This suggests that marketers ought to look at their in- 
formational needs in the broad perspective of the needs of other 
users and should work with other users for improvements which 
serve a wider range of interest. It is clear that such an approach 
would not get everybody everything he needs or wants, but it would 
show that many improvements desired by marketers do, in fact, 
serve broad public interests. 


Problems of Getting Needed Information 


If they are to be effective in helping to shape the Federal sta- 
tistics programs in the future, marketers must think carefully 
about the problems of collecting the information they need as well 
as about the kind of information they need. Every additional re- 
quest for information is a potential demand for an additional ex- 
penditure of Federal funds. Increases in appropriations for sta- 
tistical activities in the future are going to be as difficult to get as 
they have been in the past. The sums involved are likely to be 
relatively small—the largest figures that have been mentioned in 
discussions of needed program improvements have run to 10 or 15 
million dollars—but this does not make them any easier to obtain. 

Since it is likely to be difficult to obtain additional funds for 
new programs, every suggested addition to the Federal statistical 
program stands in competition with existing series. This, in it- 
self, is not a bad thing because it forces marketers, as well as 
other users, to look at the existing body of data, to re-evaluate it 
in terms of present or prospective needs, and to question whether 
all of the statistics now supplied are really necessary. If mar- 
keters are going to work for better information from Federal 
statistics, they need to work at pruning away less essential data as 
well as at encouraging the growth of more useful information. 

The cost of Federal statistics programs is not to be measured 
entirely in terms of the size of appropriations to statistical agen- 
cies. Business, which uses Federal statistics, pays for them not 
only in taxes, but also in the cost of filling out the forms which 
supply the raw materials on which many statistics are based. 
Marketers may not be fully sensitive to this cost, but controllers 
certainly are. Moreover, in the areas in which much of the infor- 
mation desired by marketers is to be found, there is a relatively 
higher proportion of small enterprises, many of which make but 
little use of Federal statistics, but all of which are well acquainted 
with the burdens of reporting. 

These are some of the problems to be faced in making Federal 
Statistics a better source of marketing intelligence. Like the 
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marketers’ need for information they are not static and thus defy 
any pat, final solution. 


Role of Federal Statistics Users’ Conference 


Only by hard, persistent work by marketers can Federal sta- 
tistics be made a better source of marketing information. Only by 
defining their common information needs can marketers contribute 
to shaping a more effective Federal statistics program. By work- 
ing together with other users, both in business and in the other 
sectors of the economy, marketers can increase the effectiveness 
of their efforts by demonstrating that many improvements which 
mean better marketing intelligence also mean better information 
for other users whose interests lie in other directions. 

This, in essence, is the approach of the Federal Statistics 
Users’ Conference. Drawing support from many different sectors 
of the business community and from farm, labor, and nonprofit re- 
search organizations, the FSUC provides a forum in which non- 
governmental users of Federal statistics can meet and determine 
their common needs for information. As a continuing, independent 
organization, it is well equipped to express those common needs 
to both the Executive and the Legislative Branches of the Federal 
government, 

In its short life the FSUC has made a number of significant 
contributions to the improvement of Federal statistics and has 
won recognition from both the Executive and Legislative Branches 
as an organization competent to give objective advice on existing 
or proposed statistical programs. It has also served as a center 
to keep users informed of developments affecting the quantity and 
quality of the Federal statistics they use. It has contributed to 
making existing Federal statistics more useful by helping users to 
locate hard-to-find data. Its authoritative reports on specific sta- 
tistical problems and its Conferences dealing with particular 
areas of Federal statistics have helped users to evaluate existing 
and proposed programs and to identify their common needs. In 
short, the Conference, has, in less than three years of existence, 
already shown that it is an effective instrument for making existing 
data more useful and for promoting those improvements to Federal 
statistics programs which contribute to meeting the common in- 
formational needs of all users. It deserves the support of every 
marketer who is seriously concerned about improving Federal 
statistics as a source of marketing intelligence. 
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THE SIGNIFICANCE OF CURRENT 
DEVELOPMENTS IN FOOD 
STATISTICS 


Marguerite C. Burk* 


OME current developments in food statistics are important to 

study of changes in food marketing, both past and future. The 
objectives of this paper are (1) to describe some recent releases 
of Government data and certain analyses of the U. S. Department 
of Agriculture relating to food consumption and (2) to consider the 
contribution of these data and analyses to knowledge of historical 
trends and of variations in food consumption among groups in our 
country. In effect, this paper is designed to be a kind of grab-bag. 
It contains selected samples of a variety of topics likely to be of 
interest to a variety of marketing people. 

The paper covers four topics: (1) Review of new and revised 
Statistics relating to food consumption, organized according to 
agencies issuing them; (2) summary of highlights of recently re- 
leased data and studies pertaining to food consumption and my 
personal appraisal of their significance; (3) discussion of impor- 
tant developments in the use of food statistics; and (4) a survey of 
present gaps in food statistics and analysis. 


Review of New and Revised Statistics Relating to Food 
Consumption 


To expedite the process of your locating publications for ref- 
erence, information in this section is organized according to the 
issuing agency rather than by subject matter. 


*Marguerite C. Burk, Head, Consumption Section, Agricultural Marketing Service. 
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Department of Commerce 


Two publications of major significance in our field are being 
issued this year by the U. S. Department of Commerce. One is 
U. S. Income and Output, which carries revised data on consump- 
tion expenditures for food and other goods and services. This is 
the 1958 version of the Supplement to Survey of Current Business, 
formerly called National Income. The new edition is notable for 
(a) its review of the development of national income accounting; 
(b) its sections on the distribution of income by region, source, 
and by level of family income; (c) its candid discussion of the 
problems and errors in past estimates and needs for further re- 
search; and (d) the substantial revision in the consumption expend- 
itures for food. The magnitude and implications of this revision 
are discussed in the next section. 

The other publication of the Department of Commerce that 
should command your attention is a revised version of Historical 
Statistics. The Bureau of the Census will issue this around the 
end of the year. Included in chapters on agriculture and consumer 
income and expenditures will be statistics on food. 


Bureau of Labor Statistics 


The new Appropriation Act for the Department of Labor pro- 
vides funds to begin the 1960-62 Survey of Consumer Expenditures 
which will provide the basis for another revision of the Consumer 
Price Index. This survey will cover food, along with other con- 
sumer goods and services. A monograph describing the metho- 
dology for the 1951 Survey of Consumer Expenditures, prepared 
by Helen Humes Lamale of the BLS staff, is soon to be issued by 
the Wharton School of the University of Pennsylvania. 

A monograph on food expenditures, primarily the BLS survey 
data for 1950 and spring 1951 is being developed by Jean Crockett 
of the University of Pennsylvania. A brief review of the content 
of this monograph that we heard at a recent conference indicated 
its emphasis is to be econometric. 


Department of Agriculture 


Before reviewing the Department’s recent publications, sets of 
food statistics, and analyses, I wish to remind you that the Office 
of Information and the agencies within the Department w”.] put 
your name on mailing lists for announcements of publications upon 
request. Even researchers in the AMS find the monthly Checklist 
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of Reports Issued by the AMS the easiest way to keep abreast of 
the flow of information. 

The Department has issued, or has in the final stages of prep- 
aration, a number of reports of special surveys related to food. 
Two recent reports contain some of the findings of the survey of 
industrial feeding establishments made early in 1956. Marketing 
Research Report No. 325, Employee Food Services in Manufactur- 
ing Plants, by Esther Hochstim describes the types of plans offer- 
ing food services, the facilities available, operating characteris- 
tics, purchasing practices, and management appraisals of the food 
services. Marketing Research Report No. 326, Buying Practices 
and Food Use of the Employee Food Services in Manufacturing 
Plants, by Rosalind C. Lifquist provides highlights on food use and 
the major sets of data from the survey. These are described 
further in the next section. 

A report on a survey of school lunch operations is being pre- 
pared by Anderson and Hoofnagle of the Market Development 
Branch of AMS and will be issued as a marketing research report 
by the end of the year. The tentative title is the Market for Food 
in Schools. The authors are currently issuing information from 
the survey in articles and speeches. 

The Market Organization and Costs Branch of AMS made a 
special study of trading stamps, and a report was issued in Dec- 
ember 1958 as Marketing Research Report No. 295, Trading 
Stamps and Their Impact on Food Prices. It contains analyses of 
information from a special tabulation of BLS retail food price 
data, a survey of retail food prices in stamp and nonstamp stores, 
and other information about trading stamps. 

One of the few attempts to develop State data on distribution of 
a food is reported in AMS-306, Patterns of Rice Distribution in the 
U.S. and Territories, by Harry O. Doty, published in May 1959. 
The report covers rice distributed to each State in the marketing 
years 1955-56 and 1956-57, not actual consumption. 

The Market Development Branch of AMS continues to issue 
monthly, quarterly, and annual reports with information from the 
MRCA panel of the Market Research Corporation of American on 
consumer purchases of citrus products and related juices and on 
their retail store availability. This Branch continues to report on 
consumer acceptance of a number of foods and on its merchandis- 
ing studies, and will soon report on a survey of expenditures by 
agricultural producer groups for advertising and other promotion. 

Two other Marketing Research Reports will be of particular 
interest to some food marketers. One is Marketing Research 
Report No. 317, Family Purchases of Selected Fruits and Veg- 
etables, by Robert B. Reese, published in April 1959. This report 
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contains an analysis of data from MRCA’s national consumer pan- 
el and comparisons with the USDA Survey of Household Food Con- 
sumption made in the spring of 1955. The second of these reports 
that will interest some food marketers is Marketing Research Re- 
port No. 298, Economic Effects of U. S. Grades for Beef, by Wil- 
lard F. Williams, Bowen, and Genovese, issued in January 1959. 
This publication carries analyses of information about many as- 
pects of the marketing of beef obtained from a sample of packers, 
wholesalers, chains and independent retailers. 

Many people are concerned about the stocks of food held by the 
Department and with what the Department is doing with them. Cur- 
rent information is issued each quarter in a press release of the 
Department describing donations. The program is handled by the 
Food Distribution Branch. You may also be interested in the art- 
icle ‘“‘USDA Donations of Surplus Foods to Needy Families’’ by 
Samuel Vanneman in the April 1959 issue of the National Food Sit- 
uation. General information on the food supply situationis given in 
current issues of the commodity situation and outlook reports and 
the Demand and Price Situation, published periodically by AMS. 

The 1959 Yearbook of Agriculture is devoted to food and nutri- 
tion. It is ordinarily released in the fall. The new Yearbook will 
contain a number of articles of interest to marketing people, in- 
cluding trends in food consumption and nutrition and a general 
roundup of information on the present state of knowledge of nutri- 
tion, described in nontechnical terms. 

Probably most food marketing people are aware of the Depart- 
ment’s 1955 Survey of Household Food Consumption. As of last 
June 1, 13 survey reports with basic data had been issued. The 
first five contain basic information on quantity, value, and percent 
of households using each of 250 foods. The data were tabulated for 
households grouped by region, urbanization, and income. Reports 
six to ten contain information on dietary levels. Report No. 11 is 
on home freezing and canning, No. 12 is on home food production, 
and No. 13 is on home baking. Four more reports that will include 
special tabulations of the basic data are being prepared by the In- 
stitute of Home Economics. In them, the consumption of major 
items will be given for households grouped according to age of 
homemaker and her education and employment, and household 
size. 

To help economists and others in marketing to use the 1955 
survey data, Tom Lanahan and I published a ‘‘how to’’ article in 
Agricultural Economics Research for July 1958. Its formal title 
is “Use of 1955 Food Survey Data in Agricultural Economics Re- 
search.’’ The AMS quarterly, The National Food Situation, from 
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1956 to 1958 contained 18 articles describing findings from this 
survey considered to be of interest to food marketing people. 
These findings were related to information on trends in consump- 
tion shown by AMS time-series data.! Of the 18 articles, nine were 
for commodity groups, four were on regional food patterns, one on 
food expenditure patterns, one on urban food patterns, and two re- 
ported analyses of changes in home production. 

A rather technical report on income-food relationships reveal- 
ed by the 1955 food survey is now in press. It is Income and 
Household Size: Their Effect on Food Consumption by George R. 
Rockwell, Jr. For this study individual households were subdivid- 
ed into three groups on the basis of family income. Income elas- 
ticities were calculated for broad groups of foods for individual 
households, i.e., ungrouped data, (a) for all households and (b) for 
using households only. 

The research efforts of the Consumption Section, Statistical 
and Historical Research Branch, AMS, are now directed to co- 
ordinating the 1955 survey data with time-series information. It 
is impossible for any group of researchers to answer all questions 
which may be raised about food consumption by people in the food 
marketing business. Therefore, we are preparing three guides to 
economic analysis of food consumption data. I am preparing the 
one on overall U. S. food consumption. The target date for its pub- 
lication is the end of this year. Two other guides are in process, 
one on the analysis of consumption of major commodities and the 
other on regional consumption patterns. It is likely to be another 
year or more before these are completed, but we may be able to 
issue them piecemeal. These two guides will build from material 
already published in the articles in The National Food Situation. 


Some Highlights of Recently Released Food Statistics and 
Their Significance 


Any choice of highlights is bound to be subjective. The basis 
for my choice of those presented here is the desire to show the in- 
creasing scope and depth of our knowledge of food consumption in 
the United States. What people are doing with this knowledge is 
described in the next section. 


1. For description of time-series data, see ‘‘Consumption and Utilization of 
Agricultural Products,’’ Volume 5 of Major Statistical Series of the U. S. Department 
of Agriculture. Agr. Handb. No. 118. Dec. 1957. 
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Trends in Overall Food Expenditures 


The recent revision in the U. S. Department of Commerce data 
on consumption expenditures for food brought the level for recent 
years sharply downward. The nature and significance of this revi- 
sion will be discussed in an article in the July issue of the Journal 
of Marketing. 


Effect of Revision on Total Food Marketing Bill 


Revision in the data of the Department of Commerce brought 
postwar estimates for food expenditures reasonably well in line 
with Department of Agriculture data on food consumption, food 
marketing bill, farm value of foods sold to civilians, and with BLS 
retail food price data. The revised data ofthe Department of Com- 
merce yield a very different statistical measure of postwar re- 
lationships between (1) payments for food per se, as measured by 
farm value data, and (2) payments for marketing services in terms 
of the total marketing bill from the farm to the final market level. 
The total marketing bill can be calculated by subtracting payments 
to farmers from expenditures by consumers. The revision lower- 
ed such an estimate for 1954 by about 20 per cent. The revised 
data yield a 43 per cent to 57 per cent split in payments between 
farm resources and marketing resources, instead of a 38 per cent 
to 62 per cent break indicated for 1954 by the unrevised data. 


Future Prospects for Food Consumption and Expenditures 


AMS research on future prospects for food consumption and 
expenditures has been reported in several places. A set of pro- 
jections on U. S. demand for food and fiber developed by Rex Daly? 
added up to a ten per cent increase in per capita food use from 
1956 to 1975. This projection is in terms of farm resources used, 
including those for production of food by households for their own 
use. Because of the significance of the decline in such home pro- 
duction, I have taken explicit account of the decrease and reported 
the likelihood of a 16 to18 per cent increase in the per capita quan- 
tity of food needed to be commercially produced and marketed.? 


2. Daly, Rex F. ‘‘Projections of United States Demand for Food and Fiber in 
1975.’? Paper submitted for hearings on Policy for Commercial Agriculture, Joint 
Economic Committee of the Congress, November 22, 1957. 


3. Burk, Marguerite C. ‘‘An Economic Appraisal of Changes in Rural Food Con- 
sumption.’’ Journal of Farm Economics. Vol. XL, No. 3, p. 572. August 1958. 
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This increase was also measured in terms of food commodities at 
the farm level. Some further increases in marketing services 
and changes in consumption patterns of both urban and rural sec- 
tors are likely. Making a rough approximation or allowance for 
such changes, I have reached the tentative conclusion that expend- 
itures for food at home and away from home per capita may in- 
crease as much as 25 per cent from 1955 to 1975, in 1955 dollars, 
(These projections are based on Daly’s estimates of a feasible 
economic framework for 1975. It included an increase of 50 per 
cent in real income per capita from 1955 to 1975.) 


Changes in Distribution Channels 


Because the 1954 and 1958 Censuses of Business do not provide 
commodity-line data on sales by wholesalers and retailers, we 
lack vital benchmark data for research on food marketing. AMS 
has surveyed parts of the food market with results to be consid- 
ered below, but for overall changes in food marketing, we must 
rely on estimates derived very indirectly. 

Share of Eating Places. Almost daily the Department of Agri- 
culture is asked, ‘‘How much of our food is handled by eating 
places? How much meat? How much rice, potatoes and so forth?”’’ 
No information is available to answer such commodity questions. 
But for the total food picture, recent research has provided an an- 
swer—in fact, several answers. There are a number of ways to 
evaluate the share of eating places in the total food business. 
Comparisons may be based on the new AMS estimates of (1) mar- 
ket values, (2) retail values of all food, or (3) on retail-store 
values of food moving through commercial channels, excluding 
home-produced supplies. Market value data include markups over 
retail prices for foods served as meals or snacks and markdowns 
for foods sold at less then retail food prices—as by farmers and 
wholesale food distributors. In terms of market value, restau- 
rants, lunch counters, institutions and all other eating places 
accounted for about $15 billion out of the $65 billion total for all 
food in 1957—23 per cent. Using retail-store values for food 
served as meals and snacks and for home-produced foods, the 
share handled by eating places in 1957 of the total retail value of 
all food is estimated at about 17 per cent. If we exclude home- 
produced supplies from this total retail value and concentrate our 
attention only on the retail value of supplies moving through com- 
mercial channels, the eating place share rises slightly—to 18 per 
cent. Comparable data for selected earlier years are given in 
Table 1. 
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TABLE 1. 


THREE MEASURES FOR SHARE OF EATING PLACES IN TOTAL 
U. S. CIVILIAN FOOD PICTURE 


Retail value of meals and 
Market value of 
‘ ’ snacks compared with— 
compared with Retail value of 
market value of Retail value of civilian food 
Year all civilian food’ all civilian food? sold® 
Percent Percent | Percent 
1929 20.0 12.7 15.4 
1932 23.0 14.1 | 17.6 
1939 20.8 14.3 17.3 
1941 20.3 13.8 } 16.4 
1947 21.9 15.3 17.6 
1957 23.4 16.7 | 18.0 


‘Food handled by eating places includes costs of food preparation and serving and sales of 
candy, ice cream, etc. for off-premise consumption. 

All at retail-store prices, including home-produced supplies. 

3Excludes home-produced supplies. 


AMS within the last month released data from surveys of in- 
plant feeding within large manufacturing plants and of school lunch 
programs, mentioned earlier. Some highlights of these two sur- 
veys are the following items on industrial feeding services and 
school lunches. 

Industrial Feeding Services. Marketing Research Report No. 
326 covers food services for employees in manufacturing plants 
with 250 or more employees in January 1956. Such factories in- 
cluded 60 per cent of factory employees ofthe country. The whole- 
sale value of food supplied by such feeding services is estimated at 
$20 million for a 4-week period in January-February 1956. This 
volume represented about three per cent of the wholesale cost of 
all food handled by all eating places. The report describes the 
characteristics of food services, their purchasing practices, and 
their expenditures and use of food for all commodities and for 
major foods. 

Food for School Lunches. The full report on the survey of food 
handled in school lunch operations has not yet been published and 
will not be available for some months in the future, but some pre- 
liminary statements and reports on the findings of the survey are 
now appearing in several of the periodical releases of the Depart- 
ment. The objectives of this survey were to get information on 
quantities and the wholesale value of the individual foods delivered 
to public schools, both purchased and donated, and to learn about 
their buying practices and the marketing channels they used in 
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acquiring food. From a sample of 500 public schools, information 
was obtained regarding deliveries of purchased and donated foods 
used during the year 1957-58. An article to be published in the 
National Food Situation for July will contain some of this informa- 
tion. Here are a few highlights: About $600 million worth of food 
(wholesale value) was delivered to 60,000 public schools that main- 
tained feeding services during that year. Of this amount 85 per 
cent was bought through local commercial channels. The total 
value works out to $28 per child in the schools with such services, 
based on an average daily attendance of slightly over 21 million 
children. 


Changes in Price and Quantity of Food- Marketing 
Services 


Trends in consumers’ use of marketing services are difficult to 
study because of the lack of direct measures, such as pounds or 
quarts, for each service. The Bureau of Labor Statistics uses ex- 
penditures for personal services as weights in computing its index 
of consumer prices. It should be possible to construct value- 
weighted indexes for the price and quantity of food marketing ser- 
vices, but this has not yet been done. 

AMS economists some years ago began to use the index of the 
marketing margin of the AMS market basket of farm foods as an 
approximate price index for marketing services.* A quantity 
measure is produced by deflating total value of marketing services 
that are bought with food—the total marketing bill, that is, for all 
values represented in the food purchased, from farm to final con- 
sumption level, including services of eating places by this approx- 
imate measure of price. The result is a reasonable measure for 
changes in the quantity of food marketing services used. 

Although these quantity and price measures have some tech- 
nical deficiencies, they are much better than no measures at all. 
They have enabled us to study some important trends within the 
food picture. Here are the changes from 1929 to 1957 and 1941 
to 1957 in some of the price and quantity components of the mar- 
ket value of all civilian food per capita: 


4. This measure reflects the cost of the whole package of services involved in 
handling the specified quantities of specified foods in the AMS market basket from 
farm to retail store, but the mix of the package of unidentified services may change. 
For details of this measure, see Misc. Publ. No. 741 Farm-Retail spreads for Food 
Products. Marketing Research Division, AMS. 
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1929 1941 
to to 
1957 1957 
Percent Percent 
a. Change in market value per capita ——— ew 
of all civilian food +118 +142 
b. Change in per capita quantity of 
food per se from all sources’ +10 +4 
c. Change in per capita quantity of 
food purchased? +23 +14 
d. Change in farm prices of farm 
foods® +56 +87 
e, Change in per capita quantity of 
marketing services used +47 +25 
f, Change in price of marketing 
services* +68 +117 


‘Index of use of all farm foods plus use of fishery products, supplier 
level. 

*Excludes home-produced foods. 

*Farm value of AMS market basket of farm foods. 

‘Marketing margin for AMS market basket of farm foods. 


Comparison of the increase in the quantity of food purchased 
with the increase in the quantity of marketing services shows that 
about half of the latter increase must be attributed to handling 
more food per capita. Civilians reduced their reliance on home- 
produced supplies from 17 per cent in 1941 to eight per cent in 
1957. Additional services account for the remainder of the in- 
crease. Some of this is occasioned by more processing and pack- 
aging, shifts among foods to those that include more services, and 
increased use of services of eating places. 

We have as yet no satisfactory measure of the effect of more 
processing on the overall volume of marketing services or costs. 
The necessary measures can be developed in the near future from 
research on the flow of food into food processing of various kinds 
and the survey now being conducted by AMS and the Institute of 
Home Economics on costs of so-called convenience foods. The 
survey is taking account of the costs of so-called fresh foods, par- 
tially prepared foods, and prepared dishes of various kinds. 


Analysis of Factors Affecting Food Consumption 


One of the major results of research on factors affecting food 
consumption is the growing awareness of the need for identifying 
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amounts of food-marketing services included with food. We now 
have measures of food per se at the supplier level, and of food and 
some marketing services priced at the retail level. And we can 
now measure the quantity of food, plus all marketing services, 
from the farm to the ultimate consumer, including services of eat- 
ing places. The changes in these measures, stated in percentages 
per capita, from 1929 to 1957 were 10 per cent for food alone, 12 
per cent for food in retail terms, and 27 per cent per capita for 
food and all services. 

We can study relationships to changes in incomeof these meas- 
ures pertaining to food consumption. As we all know, use of mar- 
keting services varies much more with income than does food per 
se. While this is certainly not news, it is an advance to be able to 
quantify general impressions.° 

Following is a brief summary of the effects of changes in eco- 
nomic and social factors on the market value of food for all ci- 
vilians from 1941 to 1955—the value rose from $21.2 billion to 
$59.9 billion.® 


Bil. dol. 


(1) Price changes on initial quantities of food 


and services and on increases (in 1954 dollars) 30.0 Tho 
(2) Result of population increase (in 1941 dollars) 4.9 42:7 
(3) Increases in income (in 1941 dollars) 5 4.4 


(4) Changes in urbanization and ways of living, 
primarily reflected in decreased home 
production (in 1941 dollars) 21 5.4 


Total from 1941 to 1955 38.7 100.0 


Regional Food Consumption Patterns 


The 1955 Survey of Household Food Consumption provides 
benchmark data for study of regional variations in food consump- 
tion and food expenditures. The survey reports give data for 
around 250 foods, and we have constructed several overall mea- 
sures for all foods and for food groups to match our time-series 
indexes at the farm level and at the retail level. 


5. For data and technical discussion of this subject, see article ‘‘Some Analyses 
of Income- Food Relationships,’’ op. cit. in note 2. 

6. Ibid. or ‘‘Civilian Use of Farm Foods,’’ National Food Situation. Feb. 1959, 
pp. 32-35. 
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Regional food consumption patterns vary in the main because 
of differences in income, the degree of urbanization, current food 
supplies and prices, and accumulated food habits of consumers, 
Although our study of regional data is only in its beginning stage, 
we have already turned up a lot of interesting facts. As examples, 
some comparisons for households in the South and in the North 
Central Region are given in table 2. 


TABLE 2, 


COMPARISON OF SELECTED FOOD MEASURES FOR THE SOUTH 
AND NORTH CENTRAL REGION, PER PERSON, IN A WEEK 
OF SPRING 1955 


South as 
North per 
Measure and household group South Central centage 
of North 
| Central 
Dollars Dollars Per cent 
a. Average market value of all food at home and 
away 
b. Average expenditures for all food at home 
and away 
c. Average expenditures for food at home | 
d. Average expenditures for food at home 
-—all urban households. ............ 5.89 7.58 78 
--urban households with $4-5,000 income 
e. Index of per person consumption of food 
(retail) Index numbers? 
--all urban households............. 93 109 85 
--urban households with $4-5,000 income 


‘Derived from Survey Reports No. 3 and 4 on 1955 Survey of Household Food Consumption, 
“All U. S. average = 100. 


Underlying these comparisons are some other facts which are 
significant to food marketing agencies. More food is home pro- 
duced in the South than in other regions of the country. Expendi- 
tures for food run lower in the South because of lower incomes in 
the region and the larger proportion of farm and rural nonfarm 
population. However, even for comparable income and urbaniza- 
tion categories, southern food outlays and consumption differ from 
those of other regions. For example, middle-income urban house- 
holds in the South spent 12 per cent less per person for food at 
home in a week of spring 1955 than comparable households in the 


60’s 
now 

i and 

> Can 

ces, 

eat- 

ges 

. for 

per 

e to 

ci- 

n to 

7.5 

12.7 

4.4 

5.4 


396 MARKETING KEYS TO PROFITS IN THE 1960’s 


North Central Region. But they consumed six per cent smaller 
quantity of food, as measured at the retail level, but including 
home-produced supplies. 

The important question for food producers and for food mar- 
keting agencies is why these differentials exist and whether they 
are likely to change. We can expect increasing urbanization and 
rising incomes to raise the food purchases of lower income and 
rural families. Is there not also considerable possibility that the 
level of food consumption for given income groups will rise as 
historical lags in adjustment of consumption to income and in local 
food supplies and food prices are overcome? This will be one of 
the most interesting phenomena in marketing to watch in the next 
decade. 


Significant Developments in the Use of Food Statistics 


From my vantage point as a compiler of Federal statistics on 
food consumption, I have observed two significant changes in use 
of food statistics in the last few years. One is in research on food 
trends and the other pertains to application and use of research 
findings. 


Developments in Research 


Economic researchers in the food industries and in other busi- 
nesses concerned with food have already made extensive use of the 
cross-section information in the 1955 Survey of Household Food 
Consumption, along with time-series data. We have received many 
questions on how to match the sets of data and about apparent in- 
consistencies between the cross-section data and the AMS time 
series. Private firms having data from private market research 
agencies have worked on problems of matching them with the 1955 
survey data and time series on per capita consumption. Greater 
emphasis is being given also to coordination of the food statistics 
with the growing array of data on related economic and social 
changes, 

Both the questions put to us and the articles in the professional 
journals indicate increasing awareness of the need for fitting parts 
of the food picture into the whole. More market researchers are 
urging their clients to study alternative choices among foods, not 
just their brand competition. The 1955 household survey data pro- 
vide the framework for such investigations. Similarly, the food 
patterns for one area with relatively high incomes and aggressive, 
modern food marketing firms are likely to catch onin other areas 
when income and marketing institutions catch up. 
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Probably many people in the food business have been engulfed 
by the flood of food statistics and studies which have been develop- 
ed in research financed by the Research and Marketing Act of 
1946. AMS and other Federal agencies try to keep the public in- 
formed about available statistics and studies. Most agencies, as I 
mentioned earlier have mailing lists of people who receive an- 
nouncements of new publications. Last year the Department of 
Agriculture issued a nine volume handbook describing our major 
statistical series.’ Both the National Food Situation and the Mar- 
keting and Transportation Situation now carry quarterly bibliogra- 
phies of recent publications. Both report research findings in ar- 
ticles tailored to their readership. 

Finally, the Consumption Section of AMS is preparing several 
guides to economic analysis of food consumption data. These are 
designed to expedite the use of food statistics in analysis of mar- 
keting problems by people in the food industry. 


Extension Programs 


Marketing programs of the State Extension Services are being 
broadened to provide assistance to food-marketing firms in inter- 
pretation of consumption trends and variations. This is a slow 
process because the background of pertinent research on consump- 
tion of commodities within regions has to be built up and some Ex- 
tension personnel must be retrained or hired. Many State 
Extension Services are planning to expand their consumer market- 
ing programs in this area. A few states now have personnel al- 
locating part of their time to working with food producers and 
marketers on consumption problems. Large food businesses have 
their own market researchers, but most small food firms and pro- 
ducer groups have made relatively little study of their potential 
markets and of desirable adjustments of production and marketing 
to variations in consumption. 


Increased Use of Food Consumption Data by Business 
Firms 


In recent years, the number of food firms that devote more 
time and research money to analysis of food consumption trends 
has been increasing rather rapidly. Their analyses provide the 
basis for decisions that are important with regard to investment 


7. Op. cit. in note 1. Handb,. No, 118. 
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in plants and facilities, new products, production scheduling, and 
sales management and promotion. 

Investment Planning. In recent months we have been visited by 
representatives of a management firm consulting with one of the 
largest food businesses in the country. They reported that they 
had found the firm’s plants to be located on the basis of the market 
and technological situation of 40 years ago. Apparently, the firm’s 
researchers had never studied its sales of individual foods in re- 
lation to total consumption in major regions of the country. The 
researchers for this management firm are now using the 1955 
regional consumption data and special tabulations of the food 
firm’s sales through time to ascertain adjustments needed in the 
production and marketing structure of the firm. 

New Product Development. Both large and small food firms 
are exploring possibilities of diversifying their lines to maximize 
returns on given investments in facilities and distribution system, 
In the course of such explorations, they often send representatives 
to us for information on historical trends and cross-section vari- 
ations in the consumption of their present or prospective products 
and of competing commodities. Many are using Federal statistics 
as a framework within which to set up their own more intensive 
market surveys and for use in measuring their shares of the 
market. 

Production Scheduling. More and more firms are turning from 
production planning based on salesmen’s hopes for future sales to 
use of analyses of trends in consumption and factors affecting them 
plus study of their market share. More than once, a represent- 
ative of Firm A has come in to get data and analytical help and has 
told us that he is starting something really new in production plan- 
ning for his firm after we had talked with representatives of Firm 
B, one of Firm A’s principal competitors, who had sold their 
board of directors on the same idea the year before. 

Sales Management and Promotion. Results of research on food 
consumption patterns have long been used by sales managers. 
More intensive analysis by individual food firms of the ‘‘whys’’ of 
variations in consumption of given products is possible because of 
the benchmarks from the 1955 data. When the ‘‘whys’’ are iden- 
tified, special promotions can be developed to increase consump- 
tion in lagging areas or groups of consumers. Of course, no busi- 
ness firm announces the results of its analyses nor its plans. The 
other firms therefore do not learn how far out of data their mar- 
ket research programs actually are. 

Customer Service. Some firms dealing with food industries 
have worked up analyses of trends and variations in consumption of 
products of those businesses to whom they sell their own products. 
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nd Several have reported great interest among customers in the data 
on food consumption which they have carefully organized, summa- 

oy rized, and presented with much skill. They tell us that market 

1e research for their customers is ‘‘good business.’’ 

2y 

et Gaps in Food Statistics and Analysis 

- The following comments reflect my personal opinion as a re- 

1e searcher, not necessarily the official position of the Agricultural 


Marketing Service. Two of the gaps I see are in data and two are 
d in analysis. 


Le 

Gaps in Data 
1S 
e The serious gaps in our food statistics are (a) in the infor- 
. mation on food commodities handled by eating places and (b) in in- 
Ss formation on the flow of major commodities through the distribu- 
3 tion system. The first can be filled through a large scale survey 
Ss of eating places which would provide benchmark data on commodi- 
s ties handled, services rendered, and marketing services wanted by 
e eating places. The industrial feeding survey covers only a small 
e segment of this food market, but it shows the possibilities. 

The second gap can be filled only by collection of commodity- 

n line detail in the Census of Business. I understand that the Bureau 
oO of the Census is planning a test survey that will yield information 
n on 20 broad lines among all retail sales. These will include food 
= sold for home consumption, meals served, alcoholic drinks served, 
Ss and packaged alcoholic beverages sold. As a researcher, I wel- 
= come even this small amount of information. But it will fill 
n neither the need of the U. S. Department of Agriculture for com- 
r modity-line breaks within all food, nor the apparent needs of the 

food industries. Without such detail, the value of Census of 
d Business data for food marketing research is minimized. From 
¥ the dozens of letters I have received from food industry people, I 
f gather that they miss commodity-line detail badly. 
f 


Gaps in Analysis 


. Questions we have received from food firms and private re- 
- search agencies have revealed a tremendous range in knowledge of 
.. 0 food marketing and in ability to study and appraise pertinent data. 
Somewhere and somehow, people working on the market for indiv- 
idual foods must become more aware of competition among foods 
and of economic and social factors in the present market structure 
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in plants and facilities, new products, production scheduling, and 
sales management and promotion, 

Investment Planning. In recent months we have been visited by 
representatives of a management firm consulting with one of the 
largest food businesses in the country. They reported that they 
had found the firm’s plants to be located on the basis of the market 
and technological situation of 40 years ago. Apparently, the firm’s 
researchers had never studied its sales of individual foods in re- 
lation to total consumption in major regions of the country. The 
researchers for this management firm are now using the 1955 
regional consumption data and special tabulations of the food 
firm’s sales through time to ascertain adjustments needed in the 
production and marketing structure of the firm. 

New Product Development. Both large and small food firms 
are exploring possibilities of diversifying their lines to maximize 
returns on given investments in facilities and distribution system. 
In the course of such explorations, they often send representatives 
to us for information on historical trends and cross-section vari- 
ations in the consumption of their present or prospective products 
and of competing commodities. Many are using Federal statistics 
as a framework within which to set up their own more intensive 
market surveys and for use in measuring their shares of the 
market. 

Production Scheduling. More and more firms are turning from 
production planning based on salesmen’s hopes for future sales to 
use of analyses of trends in consumption and factors affecting them 
plus study of their market share. More than once, a represent- 
ative of Firm A has come in to get data and analytical help and has 
told us that he is starting something really new in production plan- 
ning for his firm after we had talked with representatives of Firm 
B, one of Firm A’s principal competitors, who had sold their 
board of directors on the same idea the year before. 

Sales Management and Promotion. Results of research on food 
consumption patterns have long been used by sales managers. 
More intensive analysis by individual food firms of the ‘‘whys’’ of 
variations in consumption of given products is possible because of 
the benchmarks from the 1955 data. When the ‘‘whys’’ are iden- 
tified, special promotions can be developed to increase consump- 
tion in lagging areas or groups of consumers. Of course, no busi- 
ness firm announces the results of its analyses nor its plans. The 
other firms therefore do not learn how far out of data their mar- 
ket research programs actually are. 

Customer Service. Some firms dealing with food industries 
have worked up analyses of trends and variations in consumption of 
products of those businesses to whom they sell their own products. 
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Several have reported great interest among customers in the data 
on food consumption which they have carefully organized, summa- 
rized, and presented with much skill. They tell us that market 
research for their customers is ‘‘good business.’’ 


Gaps in Food Statistics and Analysis 


The following comments reflect my personal opinion as a re- 
searcher, not necessarily the official position of the Agricultural 
Marketing Service. Two of the gaps I see are in data and two are 
in analysis. 


Gaps in Data 


The serious gaps in our food statistics are (a) in the infor- 
mation on food commodities handled by eating places and (b) in in- 
formation on the flow of major commodities through the distribu- 
tion system. The first can be filled through a large scale survey 
of eating places which would provide benchmark data on commodi- 
ties handled, services rendered, and marketing services wanted by 
eating places. The industrial feeding survey covers only a small 
segment of this food market, but it shows the possibilities. 

The second gap can be filled only by collection of commodity- 
line detail in the Census of Business. I understand that the Bureau 
of the Census is planning a test survey that will yield information 
on 20 broad lines among all retail sales. These will include food 
sold for home consumption, meals served, alcoholic drinks served, 
and packaged alcoholic beverages sold. As a researcher, I wel- 
come even this small amount of information. But it will fill 
neither the need of the U. S. Department of Agriculture for com- 
modity-line breaks within all food, nor the apparent needs of the 
food industries. Without such detail, the value of Census of 
Business data for food marketing research is minimized. From 
the dozens of letters I have received from food industry people, I 
gather that they miss commodity-line detail badly. 


Gaps in Analysis 


Questions we have received from food firms and private re- 
search agencies have revealed a tremendous range in knowledge of 
food marketing and in ability to study and appraise pertinent data. 
Somewhere and somehow, people working on the market for indiv- 
idual foods must become more aware of competition among foods 
and of economic and social factors in the present market structure 
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for food and in changes through time. There is far more to food 
market research than study of the reaction of consumers to red 
and blue packages. Government researchers on food consumption 
have the responsibility for developing some of the Federal statis- 
tics, for guiding private researchers to those statistics, and for 
suggesting possible analyses by means of sample studies of 
specific problems. Private researchers have access to sales data 
and special market research of the individual firms and can co- 
ordinate them with Federal statistics in analyses tailored to fit 
their marketing problems. 

In closing, I should like to make the plea, common to all scien- 
tific disciplines, for exercise of greater imagination in research— 
in our case, on problems in food marketing. There is no evidence 
whatever that the food business or food market structure is going 
to stand still in this age of scientific revolution. In fact, I person- 
ally believe that there will be more changes in food marketing 
within the next 20 years than we have seen during the 40 years 
since World War I. 
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MARKETING DATA FROM THE 
NEW CENSUSES 


A. Ross Eckler 


N the course of a decade, about two-thirds of the resources of 

the Census Bureau are devoted to taking the major censuses, as 
prescribed each five or ten years. The remaining one-third is 
used for carrying out the Bureau’s program of annual, quarterly, 
and monthly reports in various fields, including foreign trade and 
shipping. The percentage required for the censuses varies widely 
from year to year. In the current fiscal year, the percentage is 
close to its 10-year average, but next year it will be above 90. 
The very high percentage during the 1960 fiscal year reflects the 
fact that we will be at that phase of our 10-year cycle when active 
work is taking place on almost all our major censuses. 

We are now completing the tabulation and publication of our 
1957 Census of Governments, we are in the active collection phase 
of our 1958 series of censuses, covering business, manufactures, 
and mining, and we are in the final stages of preparation for the 
decennial series including population, housing, and agriculture. 

A gratifying corollary of this concentration of effort is that we 
are approaching the period in our 10-year cycle when the supply of 
statistics from major censuses is most nearly current and, there- 
fore, most useful for marketing research and related activities. 
The results of the Censuses of Business and Manufactures will 
still be comparatively current when the figures from population, 
agriculture, and housing begin to appear in 1960. 


GENERAL CHARACTERISTICS OF 
CURRENT SERIES OF CENSUSES 


If any of you have come to this meeting with the expectation of 
being furnished a complete list of the subjects covered in our new 
censuses, and of the tabulations pertaining to them, you are going 


*A. Ross Eckler, Deputy Director, Bureau of the Census. 
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to be disappointed. Most of you, Iam sure, would not want such a 
presentation, for a half-hour talk can not go into detail regarding 
a set of Census reports that will substantially exceed 100,000 
pages in length and will fill much more than a 5-foot shelf. 

I should like first of all to tell you something about the general 
characteristics of our recent and current program of Censuses. 
These elements, involving emphasis upon timeliness, quality, 
economy, and reduction of burden on the public, will be of interest 
to many of you here either because you use our Statistics or be- 
cause your companies have been called upon to supply data for 
censuses and surveys. 


Timeliness 


We expect to make important break-throughs in speeding up 
census reports. Modern electronic equipment, which has been 
especially designed for our requirements, is the basis for much of 
our optimism. In addition, our expanded use of sampling contrib- 
utes effectively to improvement in the timing of our current and 
1960 Census reports. We hope to realize the full benefits of the 
new equipment and programs in our series of Censuses for 1958. 
It is our objective to issue during the present calendar year ad- 
vance reports on these Censuses which will furnish many of the 
Statistics by industry and locality which are most used by mar- 
keters. We were successful in 1955 in achieving some of these 
objectives for the 1954 series of censuses, in which, for example, 
our wholesale and service trade State bulletins were accelerated 
by six months, but we hope to improve our record materially this 
time. 

As some of you know, we can not achieve these results without 
some pressure upon the organizations which supply data to us. 
Fortunately, most firms report with reasonable promptness, per- 
haps in recognition of the need for early summary information. 


Quality of Results 


We believe that our current series of Censuses will, in all 
cases, be better than their predecessors. One feature which we 
believe contributes to improvement is the extension of the princi- 
ple of giving business officials, farmers, and individual house- 
holders a chance to fill out their own questionnaires, consulting 
as needed available records, other employees, and other house- 
hold members. We continue direct enumeration by interviewers 
or office assistants, when required or appropriate. The advance 
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mailing of questionnaires to each household is one of the impor- 
tant new features of the 1960 Census of Population and Housing. 
The greater use of forms to be filled out by the householders 
themselves, is fully justified by our successful experience with 
this type of approach in a number of different fields over the past 
15 years. We have learned that the public can be counted upon 
for very high degree of cooperation. 

Another feature contributing to improvement in quality of the 
new series of Censuses is the broadening use of quality control 
methods in all phases of censustaking, including enumeration as 
well as processing. We have recently developed and tested field 
review and office quality control procedures which appear to be 
far more effective than previous methods in catching early errors 
in the field work, including misunderstanding of instructions. We 
shall, thereby, be able to correct more consistently erroneous 
procedures and identify personnel who ought to be replaced. 

A third factor contributing to higher quality is the use of elec- 
tronic equipment for more detailed editing of returns, particularly 
those for business establishments. Since modern electronic com- 
puters can almost instantaneously compute dozens of ratios per- 
taining to a given establishment and determine which, if any, are 
out of line, they offer great possibilities for the systematic detec- 
tion of inconsistent or unreasonable entries. The difficulties to 
which they call attention can often be taken care of by mechanical 
procedures but in some cases require human intervention. 


Economy and Reduction of Burden 


Improvements of timing and quality usually involve increased 
costs, but this is definitely not true of our present series of cen- 
suses. For example, changes which we introduced in the taking of 
our 1954 Business Census made it possible for us to save one- 
third the cost of the previous Census of Business with allowances 
for price changes over the period 1948-54. In our 1960 series of 
Censuses, we found that major opportunities for savings were 
provided by the wider use of sampling, by the use of modern 
electronic equipment, and by the more extensive application of 
production standards in our clerical operations. The savings 
from these three features are substantial enough to account for a 
cost reduction of over ten per cent in comparison with what it 
would cost to collect and publish the same items as in 1950, al- 
lowing for increase in the number of people to be enumerated, 
higher rates of pay, and increases in other costs. 

Another feature worth mentioning is the success we have had 
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in reducing the burden upon our respondents. This reduction is 
accomplished in part by the extension of sampling. Another meth- 
od of reducing burden is to use information from administrative 
records when possible and avoid special collection of information. 
In the 1954 Census of Business, we eliminated all contacts with 
about one million small businesses which operate without paid 
employees. By testing, we found we could use income tax returns 
to give the sales data for these small units; and, thus, we could 
complete our Census of Trade and Services without going to them 
for information. The total saving from this decision alone 
amounted to about $3 million in 1954 and will be about the same 
for the 1958 Census of Business. 


THE CENSUSES FROM 1957 TO 1960 


We now turn to consideration of some of the individual features 
of the new Censuses which may be of interest to members of the 
American Marketing Association. These are presented inchronol- 
ogical order and thus reflect approximately the order in which the 
various results will become available. 


The 1957 Census of Governments 


Those of you-who know that State and local governments ac- 
count for the employment of 6 million persons and for the expend- 
iture of $50 billion per year realize the importance of these 
governments as providers of personal income and as purchasers 
for many classes of goods. The detailed information from the 
Governments Census on employment and payrolls, on revenues 
and expenditures by type, and on capital outlays and indebtedness 
is the only comprehensive source of facts on a uniform basis on 
the size and characteristics of this important segment of our 
economy. 

A majority of the reports of the 1957 Census of Governments 
have already been issued and the remainder will become available 
in the next several months. One major feature of the 1957 Census 
of Governments was a special survey to determine the relationship 
between the sales value of property and its assessed value. The 
results of this study furnish a measure of inter-area differences 
in property tax burdens as well as of the value of various classes 
of property (residential, agricultural, commercial, and industrial) 
shown on local assessment rolls. 
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The 1958 Censuses of Retail and Wholesale Trade, 
and of the Service Trades 


These Censuses, often described under the general heading of 
Census of Business, constitute our most comprehensive source of 
information on the Nation’s systems for the distribution of goods 
and services. These Censuses as well as the 1958 Census of 
Manufactures and Mineral Industries are now well along in the 
collection phase, with about 90 per cent of the returns already 
received at our headquarters office. 

The first data from these Censuses and the figures which are 
the most important for business use, are the total sales and re- 
ceipts for States, counties, and cities which will be shown in our 
preliminary area reports the latter part of this year. These fig- 
ures represent our most comprehensive measure of the flow of 
consumer funds to various kind-of-business groups and to various 
areas. In order to expedite the progress of this series, we have 
decided to omit the kind-of-business detail for the county and city 
tables in the preliminary reports, but will show it, of course, in 
the area bulletins which we expect to issue during the first haif 
of 1960. 

The subject bulletins to be issued during the latter part of 1960 
will provide special reports on a number of subjects such as 
credit, inventories and commodity lines of wholesalers, form of 
ownership, sales size, city size, employment size, and so forth. 

A new feature of the 1958 Census will be the publication of 
statistics for major business centers located outside the central 
business districts (the latter were first used in the 1954 Census 
and will be continued for 1958). The statistics for the outlying 
business centers are planned for inclusion in the appropriate 
central business district bulletins, scheduled for issuance during 
the last half of 1960. 

Another feature of the 1958 Census of Business will be the 
presentation of more data for towns and townships. We plan to 
include in our preliminary and final area bulletins statistics for 
New England towns with 2,500 or more urban population, and 
statistics for New Jersey and Pennsylvania towns and townships 
with 10,000 or more inhabitants. 

It is appropriate that I mention briefly two subjects which ap- 
pear to be of particular interest to some members of this associ- 
ation but are not a part of the 1958 Census of Business: retail 
merchandise line statistics and value added by distribution. A 
pretest of a merchandise line survey in which a representative 
group of retailers in all kinds of business will be asked to supply 
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information on a uniform list of twenty broad merchandise lines is 
to be conducted this month. If this approach proves successful, 
consideration will be given to conducting a survey in 1960 to cover 
the year 1959, along similar lines. As far as value added by dis- 
tribution is concerned, we have completed a test of the availability 
of financial records needed for computation of value added by mer- 
chant wholesalers. A pretest of the form to be used ina full- 
scale survey is currently being planned. If this pretest is suc- 
cessful, a value added survey of merchant wholesalers (based on a 
sample) is scheduled to be undertaken early in 1960 to cover the 
year 1959. 


The 1958 Censuses of Manufactures and Mineral 
Industries 


In the last two months of this year, we expect to issue a series 
of preliminary summary reports on manufacturing to include (a) 
general statistics such as employment, payrolls, man hours, 
value added by manufacture, cost of materials, value of ship- 
ments and capital expenditures for all important individual indus- 
tries and for industry groups, (b) general statistics for each State 
by two-digit major industrial groups, (c) general statistics for the 
60 largest standard metropolitan areas by major industry group, 
and (d) general statistics for the total of manufacturing for most 
counties, 

One of the most important classes of information to become 
available from the Census of Manufactures, and certainly the most 
important for industrial marketers, will be the advance series of 
releases for some 300 of the most important manufacturing in- 
dustries, which will be issued late in 1959 and in the early months 
of 1960, about ten months on the average earlier than the corre- 
sponding reports for the 1954 Census. In these preliminary re- 
ports, we will have a product table for the primary products of 
the industry. The industrial classification in all preliminary re- 
ports will be in terms of the unrevised standard industrial classi- 
fication codes. 

In the summer of 1960, approximately 85 industrial bulletins 
will be issued as they become available, at dates averaging about 
nine months ahead of those for the last Census. These bulletins 
will contain data for all manufacturing industries, based on the 
new Standard Industrial Classification but it will include transi- 
tion tables to tie together the results under the old and new sys- 
tems. The 1958 Census reports will provide the first 1958 pro- 
duction statistics to be published on the basis of the new 
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classification. Since our statistics will be available on both bases, 
companies which have classified their customer lists and other 
records either way will be able to compare their statistics with 
our industry totals. 

The subject matter content of the new series of bulletins will 
include several types of information not collected in the 1954 
Census or collected in less detail. The first of these is the data 
on the distribution of sales by class of customer for groups of 
products. The second is the supplementary data collected for 
1957 as part of our 1958 Census program, including supplements 
to wages and salaries, maintenance and repair expenditures, value 
of fixed assets and depreciation accounts, and selected additional 
expense items, such as insurance and taxes. Third, there will be 
an expanded coverage of materials consumed. In this connection, 
especially noteworthy is the addition of an inquiry on the consump- 
tion of containers and packaging supplies in those industries where 
such materials represent an important element of cost. 

The program of preliminary reports and final industry bulletins 
for the Census of Mineral Industries is similar to that for Manu- 
factures. In the case of both censuses, the 51 area bulletins (one 
for each State including Alaska, Hawaii and the District of Colum- 
bia) will be issued from July through September 1960, about 12 
months earlier than for 1954. The area data in these reports will 
give a great deal of information useful for evaluating regional 
shifts of particular industries, and the kinds of markets offered by 
different States for various types of industrial goods and raw 
materials. 

Approximately 12 subject bulletins will be issued in the late 
summer of 1960. For the most part, these will represent an as- 
sembly of selected materials from the Industry and Area Bulletins 
on such subjects as inventories, capital expenditures, size of es- 
tablishments, and so forth. 

For both the 1954 and 1958 Censuses of Manufactures, we are 
releasing a series of additional reports which give the location of 
manufacturing establishments by industry, employment size, and 
State and county. We believe that this series of publications will 
prove of great value to those interested in market analysis, plant 
location, regional industrial shifts, and other factors related to the 
distribution of manufacturing activity. 


The 1959 Census of Agriculture 


Since our 1954 Census of Agriculture was very substantially 
speeded up, it is not possible to expect much acceleration of the 
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results this time. Nevertheless, we expect to score some minor 
further gains. 

We believe that the results of the Census of Agriculture will 
once again be a mine of information for at least three important 
classes of business organizations— 1) those marketing specialized 
products for farm use, such as feed, fertilizer, farm equipment, 
etc.; 2) those firms for which the farm market is an important 
part of the total market for consumer goods; and, 3) manufactur- 
ers and other organizations which obtain some or all of their raw 
materials from farms. 

Those of you who are interested in the agricultural market 
will find in the results of the Census of Agriculture a number of 
important measures of the size of the farm market by counties. 
One such measure is the number of farms classified by size and 
gross income. Another measure is the quantity of production re- 
sources on farms and a classification of farms by those resources. 
For example, a classification of farms by the acreage of particu- 
lar crops or by the number of different kinds of livestock can be 
very important in suggesting the market for specialized farm 
equipment and supplies. A third measure of the size of the farm 
market in each county will be the figures on gross income by 
source. The reports of the Census of Agriculture will furnish 
other important county data for marketers, such as measures of 
expenditures for petroleum products, fertilizer, lime, seed, etc., 
and the kinds of equipment on farms. Most of the data chiefly 
used by marketers will be available in the county reports for the 
1959 Census of Agriculture, which will be published during the 
calendar year 1960. 


The 1960 Census of Population 


The Census of Population, to be taken as of April 1, 1960, is 
the largest of our Censuses in terms of the number of reporting 
units, size of staff required, and publication pages. The results 
of the Population Census are probably more widely used by busi- 
ness and Government than those of any of the other Censuses. 
This is not surprising, since this Census is the only source of 
much highly detailed information on the number and distribution 
of the population, extensively classified by social and economic 
characteristics. Many of the statistics are widely used in sales 
forecasting, analysis of market potentials, analysis of distribution, 
layouts of sales territories, location of plants and business out- 
lets, and the determination of samples for research studies. 

The 1960 Population Census will include a total of about 25 
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inquiries, two-thirds of which pertain to what might be called 
social characteristics and the remainder to economic character- 
istics, such as work status, occupation, industry, and income. 
Most of the questions will be asked of only one household of four. 

The 1960 Census will include more new features than any Pop- 
ulation Census in recent history, but many of the innovations are 
methodological and hence of limited interest to most users of 
statistics. It is particularly pertinent to note that, thanks to the 
greater use of sampling and of modern electronic equipment in- 
cluding some especially designed for our own needs, the speed-up 
of population reports will be especially great. We expect an im- 
provement of more than a year in the publication time of the final 
population count for each local area. It may be possible to achieve 
somewhat greater gains in the timing of statistics on age, sex, 
race, marital status, and other parts of the Census. 

One of the major extensions of the 1960 Population Census 
program is the increase in the amount to be published for small 
areaS, census tracts within cities, small urban places, other 
minor civil divisions, and counties. The number of census tracts 
has almost doubled over the past ten years, rising from about 
12,000 to about 22,000. Tracts will have been set up for almost 
every city over 50,000 and for nearly every standard metropolitan 
area over 100,000. It may be of particular interest to members 
of this Association that we shall provide for counties information 
on the distribution of individual income as well as on the distribu- 
tion by family income. 

Many of you may be interested in the fact that we are including 
for the first time a question on place of work and means of trans- 
portation to work for persons who were at work at the time of the 
Census. There will be provided a count of intercounty commuters 
together with data on the means of transportation to work. This 
information should be of great interest to marketing groups con- 
cerned with the commuting population. 

Many of you will welcome our plans for a larger amount of 
family statistics from this Census. We recognize that many of 
the goods sold by business organizations are marketed in terms of 
families rather than of individuals, and hence information on the 
characteristics of families is very useful as an indication of mar- 
ket potentials for such goods. 


The 1960 Census of Housing 


The 1960 Census of Housing will include about 35 inquiries 
concerning the basic characteristics of the housing unit, the 
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plumbing and water supply, and kinds of equipment and facilities 
associated with the unit. We expect the results of this Census, 
like those of the Census of Population, tobe available more rapidly 
than those of the 1950 Census. The acceleration should amount to 
a year or more in the case of the housing tabulations. 

The 1960 Census of Housing will include a number of equip- 
ment items which are important for evaluation of changes in living 
standards as well as for analysis of market potentials. Among 
the new topics to be covered are home food freezers, clothes 
washing machines, clothes dryers, air conditioning units, water 
heating fuel, and number of passenger automobiles available for 
regular use. Other new items of considerable marketing interest 
are number of bathrooms, source of water supply, and method of 
sewage disposal, the latter two inquiries being omitted in places 
of over 50,000. 

Another new feature in 1960 will be information on the duration 
of occupancy of the present housing unit. Information will be pro- 
vided on the characteristics of housing involved in recent changes 
in occupancy, thereby making it possible to identify areas of stable 
occupancy and those in which there is high turnover. Data of this 
type may prove to be extremely useful in the marketing programs 
for specific types of housing equipment. 

We shall again include questions on radio and television, 
identifying in each case the number of housing units with more 
than one set. 

One feature of the 1960 Census of Housing represents es- 
sentially a continuation of the 1956 National Housing Inventory, 
which provided information on types of change in the housing in- 
ventory and on the financing of residential properties. We will 
collect for 17 large metropolitan areas, as well as for the United 
States subdivided by regions, information on units changed by con- 
version and merger, units added by new construction or in other 
ways, and units lost through demolition, fire, or other means, 

Many other publications of the Census Bureau might be men- 
tioned, such as our series of County Business Patterns reports is- 
sued jointly with Bureau of Old Age and Survivors Insurance, our 
County and City Data Book, our forthcoming volume on Historical 
Statistics, and our many series showing annual, quarterly or 
monthly changes in the production and stocks of key commodities. 
I hope that some of these will be at least touched upon by Edward 
Crowder of the Bureau of the Budget in a session this afternoon 
on Industrial Markets of the 1960’s. 


SUMMARY 


I believe that the results of the current series of Censuses 
will prove to be the most valuable ever issued, not only because 


we 
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of their new features, but also because of our emphasis on quality, 
and on timeliness of publication. We are confident that they will 
make a real contribution to helping business maintain the pace 
of economic recovery from the recession levels of last year. 
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THE RESEARCH MENTALITY AND THE 
PEOPLE AND PROBLEMS WITH 
WHICH IT DEALS 


Joseph E. Ratner* 


was asked to approach the problem from the viewpoint of an ex- 

agency-man and now a client, so I am going to start right out by 
saying that the first responsibility in developing research men- 
tality, or in aiding the research mentality, developing the climate 
aura, is in the laps of management. 

I think those of us who are in management—I think everyone in 
the room is in management or deals with management more or 
less—is blamed for the attitude toward marketing research and 
researchers because of instances like this. These are not, I 
wouldn’t call them generalities, they are specifics. 

‘“‘Why don’t you use some salesmen in your Research.’’ Look- 
ing through the records I found that practically every one of our 
men had experience somewhere along the line in selling. 

I think this is an opportunity for us to resell the management, 
to point out that we do know something about peddling something 
besides facts. 

The second point in the responsibility of management is that 
management really in many, many cases does not understand nor 
appreciate the scientific attitude, the attitude of inquiry, because, 
bless them, they are basically action people. They do not under- 
stand the workings of research nor the workings of the research 
mind, 

We have a Situation in our own company, and I think it is true 
in other companies, where we bring in men from the field. We 
bring them from the sales force, men who never heard of research 
and probably flunked their courses in statistics. They have never 
used the scientific method. I think this is a big lack in manage- 
ment. It is management’s responsibility to understand. It is not 
research’s responsibility nor marketing research’s responsibility 
to teach management the scientific attitude. 


*Joseph E. Ratner, Director, Creative Marketing Services, General Mills, Inc. 
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Third, some managements and some elements of management 
use research as a crutch. I can give you a hundred cases in twenty 
years or more I have been in this business. In a recent case one 
of our staff told me about a $20,000 study. The proposal came to 
my desk and I said, ‘‘What do we need this study for? We have so 
much information now.’’ 

He said, ‘‘So-and-So, who heads up the section, wants it.’’ 

I went to see the man and said, ‘‘What do we need this for— 
$20,000, that represents $250,000 worth of sales??’’ 

‘‘Never mind, Joe. This will come in handy when I have to get 
up in front of the Board a year from now and explain why or why 
not the sales are up or down,’’ 

This is a true story. This is the crutch. That is the responsi- 
bility of management. You know the end of that. He didn’t get the 
study. That happens every day. 

This is an outstanding example, but there are others and I 
think you know from your own experience. I think we have to have 
the guts to say, ‘‘You don’t need it, you don’t need a crutch. That 
isn’t what we are here for.’’ 

So this is another failing. This is management’s responsibility. 
Some managements use research as a club to beat people over the 
head. We can stop them. 

That is Point 4, management’s use of research as a club over 
the heads of the sales force, marketing men, research men, edi- 
tors, what have you. This breeds fear, this breeds distrust of re- 
search, 

Point No. 5. Management does not allow for enough experimen- 
tation, the true research attitude. I had a recent case when Dr. 
Layborne and I were trying to get our budget, the biggest budget in 
history. One of the top men said, ‘‘We are spending more money 
on research than on advertising.’’ 

I said, ‘‘Sure. You don’t hesitate to spend three million in 
product research, do you?’’ ‘*Products are important.’’ ‘‘So are 
consumers,’’ 

Why don’t we put more in experimentation of market research? 
I know this item is missing from many budgets in this room. They 
spend it for product research, and that is wonderful. We all agree 
that product research is important. But let’s transfer the man- 
agement attitude to marketing research in dealing with the con- 
sumer. 

What does management need? What can we do about it? 

First, in management development courses, gentlemen, there 
is an opportunity, and there should be a requirement. What is the 
scientific method, Mr. Manager, in the social sciences in busi- 
ness? How does it work? How long does it take to do research? 
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But I say the constructive management development course is a 
wonderful opportunity to eliminate a lot of gobbledygook and to 
substitute one subject, the scientific method, not a course that 
says how to preserve marketing researchers and spend more 
money on marketing research. What is the scientific attitude? 
How does it work? What is the methodology, and how do you get 
out? How do you define objectives? I am not trying to outline the 
course but it is necessary. 

No. 2. Management should be taught, and can be taught, the 
limitations of research as well as its applications. 

No. 3. The research department should serve as a training 
ground as well as the sales department for management develop- 
ment. 

Our bright young men are selected carefully and brought in 
from the sales force and put into marketing teams and into adver- 
tising and trained. They have a training man brought in from the 
field. They have to be successful salesmen first. We have some 
bright youngsters, capable boys, but they are never put into mar- 
keting research. 

We said to management, ‘‘Why can’t webring some of the bright 
kids into research? They will be smarter boys. They will have a 
better appreciation.’’ 

Look at the wonderful opportunities. This is a chance to train 
management. 

Another point. Researchers should be put on committees, on 
key committees. I joined my company two years ago, and there 
wasn’t a representative of marketing research on the New Prod- 
ucts Planning group. ‘‘What kind of new product planning group do 
you have here? There’s no market researcher on it.’’ 

We are slowly infiltrating, being put on key committees. I 
fight for this. 

I have a list of all the committees. When I got it, it was 40 
pages long, too many committees. I saw to it market research 
representatives were on these committees. We are getting them 
on. The market researcher learns more about what is going on, 
and it is good for the company and good for management. 

One other point. There should be regular presentations on 
major matters of importance by research people to top manage- 
ment. Researchers do a terrific job that has top management im- 
plications, and the only guys in the room are the assistants to the 
assistant product manager. 

The other thing I think management can do and we can help on 
is to adopt the attitude—and I think this is an important philosophy 
—that marketing research is an investment and not just overhead. 
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What is wrong with us as researchers? What can we do? 

Research is too often used to try to sell a campaign. 

The other one I object to is using research as a merchandising 
tool in the whole area of the research mentality. Too often re- 
search is used as the merchandising tool of the client and how 
good the advertising really is. 

Another one is using research as a rational note, using re- 
search as a jumping-off place for the marketing plan. This is fine 
in some elements, but it is not research. 

Another one I don’t like is poor preplanning, by clients and by 
agencies. This is a joint responsibility. 

Now, finally, one of the big transgressions, researchers, our- 
selves. The reports are too long, 

Another one is what I call the hedging psychology, the fear of 
responsibility. ‘‘Let’s not even report it.’’ 

Another thing I decry is the jargon of the trade. This is some- 
thing we have to work hard on. We scare people with words. 
These are the technical words. I have a pet theory. I don’t know 
whether I will ever put it into effect, but I think if you are big 
enough sometime and can afford the overhead items, it will be a 
smart idea, 

I have another pet case. This is our responsibility. We need 
a little bit of Dale Carnegie—How to Win Friends and Influence 
People and write clearly and concisely. 

One other final thing we can do every once in a while—we can 
stop the study. I think it is harder for younger men in an organi- 
zation to get up on their hind legs and say, ‘‘You don’t need that 
study. You don’t want it. We are against it.’’ They love you for 
it. Pick the issue and be honest about it. Stop the study. Don’t 
just fill orders. 

Finally, sell, sell, sell. 


Henry O. Whiteside* 


Now, one of the things I suppose that I like about speeches, 
aside from the fact of having hopefully a captive audience, is that 
it enables me to indulge in one of my favorite indoor sports, dic- 
tionary reading, for I have discovered in my own career too many 


*Henry O. Whiteside, Vice President and Director of Research, J. Walter 
Thompson Company. 
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times that I was using words that were identical in sound, or prac- 
tically identical—not all of you had such good fortune to come from 
the South—to other people, but that when we got down to meanings 
we were not talking about the same thing at all. So it has come as 
pretty much a regular exercise to check into the big book to see 
what the words are supposed to mean before I take off on them. 

Mentality gave me no problem, as some of my friends have 
told me anyway, but I decided to check into this standard definition 
of research. So you will know what I think I am talking about, I 
am going to read this brief definition before I proceed to my bill 
of particulars, and out of the American College Dictionary it reads 
this way: ‘‘Research—Diligent and systematic inquiry or investi- 
gation into a subject in order to discover facts or principles.”’ 

And, believe me, I had a real bang when I saw that little con- 
junction, ‘‘or,’’ because I think one of the real problems that we 
face all the time is that of confusing facts with principles or in- 
sisting that they are completely synonymous. 

And to make sure that I wasn’t going off on another track, a 
fact is ‘‘what has really happened or is the case.’’ A principle is 
‘‘a fundamental, primary or general truth on which other truths 
depend.’’ 

Now, the previous speakers have demonstrated you cannot 
tackle the subject of research mentality in the abstract. This is a 
lifeless thing. This is a sterile thing. Mentality aside from per- 
sonality really has no meaning or bearing. And the recognition of 
that I think is something we have to be constantly concerned with. 

I am assuming that in addressing my peers it is perfectly 
proper and within bounds to use precise language, so that I don’t 
think this is the kind of liberty Joe was asking us not to take in 
dealing with our superiors, 

I have found that actually the most lucid statement about a re- 
searcher that I have ever read, not written by a market research- 
er nor by one of the scientists, as we have known and think of them, 
but by an historian, is Barzun’s ‘‘The Modern Researcher.’’ It is, 
I think, as clean a model for us to follow as we can find anywhere, 
and interestingly enough, he includes in this the statement of what 
he classifies as the six virtues of the modern researcher, and as a 
taking-off point I think these are worthwhile. They are accuracy, 
love of order, logic, honesty, self-awareness, and imagination. 

The previous speakers have in one fashion touched upon each 
one of these properties in the research mentality. 

I suppose if I had not read this my own description of this ideal 
might have included such words as analytical, objective, cool, de- 
tached, perceptive, intuitive. 
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Now, I think it behooves us, first, in all our work to be aware 
of the basic differences that do exist between the laboratory and 
the market place. In the system that this country has been inflict- 
ed with for the last several generations there is an unbelievable 
amount of confusion. It is well to remember that in the scientific 
laboratory many controls are possible. The limits, the needs and 
bounds can be set forth with a high degree of accuracy and sus- 
tained. 

It is also well to remember that many of the great scientific 
breakthroughs have been accomplished by solitary individuals 
working in isolation, more or less, completely apart from their 
fellow human beings, and in no sense reacting with them or upon 
them. 

A physicist with a blackboard and chalk is operating in a quite 
different fashion than a market research man concerned about the 
traffic in a supermarket. 

Fourth, one thing about our work is thatthe subject or complete 
subjects are completely uncontrollable, and repeated experiments 
have shown that in experimenting on human beings, the very act of 
controlling is an act that changes the behavior. You destroy the 
model, even as you attempt to manipulate it. 

I don’t want to make too much of this, but I think it is time we 
began to speak quite rationally and not try to act like we were Dr. 
So-and-So in the back room with test tubes, because this I think is 
one of the curses that we are still under. 

I think it might also be well for us to remember that an ab- 
sence of subjectivity is an unattainable goal. We speak of objec- 
tivity in our research, but we usually speak of it as though sub- 
jectivity were synonymous with bias, and this, too, is an error, for 
if you reflect upon any object and express that reflection it will 
inevitably be a subjective expression. This is what the words are 
about. 

There are several ways, as you have already discovered and 
your own thoughts must have racked up, of arranging and classi- 
fying research personality. One continuum is that from the pas- 
sive to the active, the receiver. This goes all the way over to the 
other side, of the active, developing, expressing, presenting type 
of personality, who is in effect the salesman for the whole area. 

I think though that I would like to sketch my typology in terms 
of the nature of the commitments on the part of the particular in- 
dividual. There is this individual whose satisfaction lies largely 
in simple speculation, in ruminating over a problem, who has no 
intention of ever coming to grips with it, who has no interest in 
making it operationally significant. 
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These are the people who somehow never get a thing finished, 
and every now and then we run into them. They are, in effect, 
spectators, and in no means participants. 

The next in my collection is the collector himself, one who has 
an acutely developed acquisitive urge for the collection of infor- 
mation, who develops this urge to the nth degree. In fact, the fas- 
cination that collection holds is completely disproportionate to all 
other aspects of the problem. Every once ina while such an indi- 
vidual becomes so deeply absorbed with machinery that he forgets 
the output completely. 

Now, most of us in this room, I am sure, read the articles of 
Horwitz and Hanson and the other men inthe Bureau of the Census, 
the Bureau of Labor Statistics, when they were published, their 
first articles. 

I remember at one of the first conventions of the AMA that I at- 
tended this was very much a matter of conversation between the 
sessions. We saw though a developing concern in that area which 
was in one sense completely disproportionate to the contribution 
that was being made. I am sure that some of you would be glad to 
debate this point with me. 

More recently we have seen the same kind of effort or over- 
emphasis placed on certain particular analytic interview tech- 
niques, each one claiming to be the all, each one claiming to be the 
light or the way. 

As a matter of fact, we have forgotten too often that research 
has twin goals. One of them is precision, and it is a legitimate 
goal, but equally important is relevancy, and precision is of no 
consequence if the results are not relevant to the problem being 
studied. 

I think the collector too soon has forgotten relevancy in his 
concern with precision. His is not to reason why, but is to collect 
and fly.. This is about the easiest way to characterize it. 

Then there is the proprietor, unwilling or unable to draw in- 
ferences from the data, or maybe he has been forbidden to. He 
objects to such behavior on the part of others. He shudders as to 
Where ‘‘that awful account man’’ is really going to distort his 
truth, whether ‘‘the stupid client’’ really can comprehend this 
beautiful plan, or whether somebody else is not going to tell less 
than he thinks they should tell or interpret somewhat differently 
than he knows it should be interpreted. 

In this connection, and this is the manner in which I have just 
dropped an aside, we handle this matter of the conclusion to rec- 
ommend. I came to realize that one of the reasons that I got, from 
time to time, reaction against recommendations lay in our form 
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of presentation. We suggested that the result, the recommenda- 
tions, should be as we research people sawthem. It finally dawned 
on me that, as a research man, I was entirely within my rights to 
see the marketing implications of the study from a research man’s 
point of view, but that a sales manager, with a different experi- 
ence, with a different set of problems, was entitled to look at the 
same material and to reflect upon the marketing implications from 
his point of view, or a creative person or a market representative. 

As a matter of fact, in our own shop, what we try to do is to 
get the several parties of interest to prepare memoranda of mar- 
keting implications which reflect their perspective. These then 
can be collated, the points of common understanding developed, the 
points of disagreement or the points of unthought-of points can be 
brought into the scheme, and this in our particular situation ad- 
vanced consumption, and we have actually had some situations 
where the clients have also participated in this kind of activity, 
and there is nothing quite so wonderful as seeing a dozen notes 
from different members of the plant organization seeing what is in 
the research. You learn a great deal about your communication. 

It does a great deal for your vanity, too, to be “‘brought low,”’ 
to be made to realize that you are not the most articulate, the 
most lucid individual in the world. 

So I think this proprietor needs to be aware of the fact that 
others in the same marketing problem area have of necessity dif- 
ferent perspectives, different points from which they look at this 
particular element, and the proprietory feeling is on the way out. 

Then there is the isolationist, who sees his work in pure isola- 
tion, independent of the past, unrelated to the present, and indif- 
ferent to the future. This is the man whose work is truly a work 
of art, and his only interest in it is as art, his unique creation. 
Happily these cannot be sustained long in our business which de- 
mands relationships. It demands action, 

Now, the rarest of the family looks for meanings in facts, 
draws inferences and spills out implications. As a matter of fact, 
he would be perfectly miserable if he were denied this particular 
expression of his own personality. He is rare for one of two rea- 
sons. If his inferences are sufficiently accurate and his communi- 
cative powers are sufficiently persuasive, hopefully profitable 
judgment extends from his work, and he gets pulled off into other 
areas of the organization where he can exercise these same ca- 
pacities of inference and judgment at a greater profit to himself 
and hopefully to the company. Unfortunately for us, he loses his 
label as a researcher and somehow disappears in management as 
an executive. 
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Again, I think it our good fortune though that he never loses 
his analytical capacity and his ability to relate it to the problems 
around him, 

On the other hand, if his inferences are sufficiently inaccurate 
or if his communication is poor and he insists on communicating 
anyway, he usually gets fired, and after this happens a few times 
he moves into another more congenial field. 

I would like to turn now to the people. I have taken this as a 
three-part sermon and, unlike the two preceding ones, I am going 
to address myself, first, to the mentality; second, the people; and 
third, to the problem. It fits my neat, orderly, precise little mind. 

Now, again, I classify the people that it relates to in three or- 
ders: the subordinates, the peers and the superiors. 

I will touch briefly on the subordinates, for too often the re- 
search mentality comes into the business organization and is com- 
pletely insensitive to the subordinates, and I am referring specif- 
ically to the clerical and subordinates, these people who did not 
have the opportunity to get an advanced degree or even an unad- 
vanced degree, who probably had to quit school at the end of high 
school, but who can type like crazy and do statistical tables far 
better and more beautifully than this researcher can and on whose 
loyalty and on whose relationships really depend the effectiveness 
of this individual. 

I am just making this brief plea to be sensitive to the subordi- 
nate, who have the power to cut your throat just by following the 
rules, and this is too seldom recognized. 

We happen to have the happy situation that trainees in our Chi- 
cago shop spend more than twice as much time in the Research 
Department as they spend in any other area in the two-year train- 
ing period. I would just offer, as an aside, that they spend the 
first part of that in our research library. We think that it has 
been our experience at any rate that most of the trainees we get, 
and they are bright young men, uncommonly decorative in many 
ways, manage to get through college without ever really discover- 
ing what a library is like or about or how it could be employed, 
and maybe this is one of the sins of their brilliance, that they were 
able to do that. At any rate we do get this opportunity, and this is 
a special kind of subordinate. 

Let me relate to the peers. One of the problems we suffer 
from—and Leo doesn’t see it quite as I do—is that we do 
not have enough opportunities to relate to our peers in research, 
particularly those who are outside of our own organization, One of 
the problems that I work against continually is that of providing 
competent criticism of the work of my associates, and I stress the 
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word ‘‘competent’’ because they get plenty of criticism, but it 
rarely is competent in terms of their professional expression. 

Meetings such as these conventions of the AMA, while they 
perform a function, are at best I think a poor substitute for real 
peer examination of our performance. If I had my way, I would 
actually employ counsel, a professional from the outside, to come 
in and perform this role with my own staff, simply because I don’t 
think they are getting it now. 

I would like to turn next to this larger group of superiors. I 
suggested, Don, that in some respects some of these were essen- 
tially Arabic in personality. I don’t know how many of you are fa- 
miliar with the Middle East or Eastern philosophy, but essentially 
the Arabic mentality or the Arabic personality looks upon life in a 
way different than we Westerners do. As a matter of fact, his re- 
lationship to the future is quite well defined. The future belongs 
to Allah. To even speculate about it is dangerous. To attempt to 
forecast it is blasphemous, and this is characteristic of some of 
the superiors with whom we deal. They had much rather go along 
with their good old know-how intuition, and every one of us has had 
the experience of a senior executive who in 20, 30, 40, 50 years of 
accumulating an infinitum of bits of data in his own personal 
UNIVAC, who has made his mistakes over a long period of time 
when many of those mistakes were relatively inexpensive, and who 
hasn’t the faintest idea how he arrived at the decision, tearing out 
the young fellow who insists on trying to support his judgment in- 
stead of just automatically knowing what the old man knows. 

Because I am an agency research person, there is a very spe- 
cial group of my superiors that I want to address my next few re- 
marks to, for I think that if we have committed crimes against 
some of our associates, it is against these, and I refer to the cre- 
ative people within an agency. 

I have the greatest sympathy for the creative people who want 
to stamp us underfoot, for it seems to me that over a long and un- 
broken period of time we have rather deliberately insulted them in 
a most outrageous fashion, and the fact that they hold us in con- 
tempt is something that we have earned well indeed. 

Let me document this rather stringent criticism in my own be- 
havior. Look into any advertising textbook you want or market 
research textbook you want, and turn to the section on copy re- 
search, If you read it you will discover that every technique there 
provides a means of arriving at a score, preferably a score that 
can be applied to this ad, this ad, this ad. 

Now why scores? To enable someone to make a choice. Theo- 
retically, Ad A scores twice as high as Ad B. Then Ad A is the 
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one to run. We heard in yesterday morning’s session the fact that 
these choices are so limited we don’t know whether we might be 
missing the main opportunities. But essentially though, these are 
to enable people to make choices, not to enable the creative people 
to make choices. We have already cooked up their effort. But 
then what happens? 

Follow me just briefly. We select Ad A, and it runs, or the 
client okays it hopefully on the strength of our evidence, and it 
runs, 

Then comes time for another ad. We call the creative people 
in and say, ‘‘Now we want another ad. It must be like A, not like 
B.’’ What do you mean, like A? You can’t just run A over again. 
That wouldn’t be right. You have to make an ad that is as good as 
A but not as bad as B. Why was B worse than A? 

There is nothing much more stultifying to a creative person 
than to be confronted with this kind of stuff. 

It took me a great number of years to come to this realization, 
because I couldn’t believe that these creative people weren’t just 
obstinate and perverse because they were creative. When I finally 
came to the realization it was my own behavior that was largely 
responsible for this, then I was at a point where I thought we could 
do something about it. In doing something about it, I am very hap- 
py to relate this is one group of my superiors with whom we hold 
the most cordial relationships and who now, of their own initiative, 
originate research with us, and this is looked upon by some of my 
friends in other agencies as a rather remarkable set of affairs. 

This is a special group of our superiors, and they are our su- 
periors in the agency business. This is what agencies are for, no 
matter how much market research I do, and the relationship to 
them is the most significant one that an agency research depart- 
ment can develop. 

But to go on and get out of this very serious pitch, one of our 
superiors is an overgrown, a lucky ex-researcher, you know, the 
boy who is up in management now, and he says, ‘‘Yes, do it this 
way,’’ and he starts to knock you. ‘‘Look, don’t tell me, Buster. I 
was in research for six months, don’t you know.’’ 

It appears to me sometimes in my own organization that I am 
the only person in the whole shop who has not had adequate re- 
search experience. These guys who escaped, who are perfectly 
willing to work my side of the street—some of you chuckle, you 
must have run across them in your own organization. 

Then there is the financial mind you run across in some of 
your superiors. They have no patience with probability. Every- 
thing has to balance. They were brought up on double-entry 
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bookkeeping. They know that the right side has to equal the left 
side. This is fine in bookkeeping. It is not so easy to accomplish 
in human behavior. 

Then there is the production mind, much more concerned with 
producing than disposing. ‘‘I’ll make it, Buster. You just let me 
make what I like to make. You get rid of it. Don’t bother me 
about the quirks of the consumers. We know what is good for 
them.’’ 

Again, happily you find the production mind—‘‘You tell me 
what they want and I’ll make it.’’ This is putting it in the canister 
at the right time. 

Then there is the meticulous middle executive, a person who is 
looking in two directions at once and trying to travel in one, who 
is looking for every assurance he canget, every prop for certainty, 
is hoping to find certainty outside of himself in some magic tabu- 
lation. These people have to be dealt with, and the failure to rec- 
ognize these demands upon their personalities frequently gives us 
trouble. 

Then there is the general executive. This is the person who is 
impatient of particulars, especially techniques. 

It was my good fortune many years ago to work for a very fine 
executive who did insist that he have his report no longer than one 
page in length. This is one of the clichés of top business. But this 
man made it work. But it is unbelievable how disinterested a real 
pro is in all of the bits and pieces, the travail you went through in 
order to give birth to this one particular recommendation. He has 
assumed long since that at the price he is paying you, you should 
be competent to run the machine, and he is not interested in going 
back on it. 

Another way of looking at our superiors, these men of thought 
and men of action—sometimes they are combined but too often they 
are not. The men of action want action right now. They are not 
overly concerned about a tomorrow that is more than a year away, 
and this is one of our problems, but one of our problems is that of 
how to relate to the present and be aware of the future. 

In closing my section on the people we deal with, I want to read 
what I think is the best description of many of the people we deal 
with that I have ever come across. 

Just a little over 100 years ago an English archaeologist by the 
name of Laird published the famous findings on his excavations at 
Nineveh, and he included in that publication a letter that a Turkish 
official had written to an Englishman who had been making inquir- 
ies of him. The letter goes this way: 
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“My illustrious friend and joy of my liver, the thing you 
ask of me is both difficult and useless. Although I have 
passed all my days in this place, I have never counted the 
houses, nor have I inquired into the number of inhabitants. 


*‘As to what one person loads on his mule and the other 
shoves away in the bottom of his ship, that is no business 
of mine, but above all, as to the previous history of this 
site, God only knows the amount of dirt and confusion the 
infidels may have eaten before the coming of the Sword of 
Israel. It would be unprofitable for us to inquire into it. 


“O my soul, O my land, seek not after the things that 
concern thee not. Thou camest unto us, and we welcome 
thee. Go in peace.’’ 


That was Turkish, I fooled you. 

A large proportion of the problems we are dealing with are 
problems of the moment—action-now problems. We deal with 
problems of place—where is something or somebody? Problems 
of number—how many are there? Problems of time—when? When 
are they doing this? When are the goods here or there? Problems 
of people—Who? Problems of think—What? My product is a direct 
competition product—problems of marketing, problems of commu- 
nication, problems of relations in our own organization. Problems 
of self-awareness in relation to others. Problems of perspective. 
Problems of short-range performance and problems of long-range 
thinking. Above all else, we deal in problems of professional ob- 
solescence, which is something we have a great deal of trouble 
controlling. 


Dr. Dik Warren Twedt* 


For the last two years, as Account Executive at the Leo Burnett 
Company, I have been in the interesting position of being more a 
usey than a planner and producer of advertising research. 

It has been a rewarding experience for me, but I am glad to re- 
turn to my first love, research, in my new position with Burnett as 
Manager of Research Development. On the basis of my two years 


*Dr. Dik Warren Twedt, Research Development Manager, Leo Burnett Company, 
Inc. 
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as a user of research, I will run the risk of hasty generalization, 
and say that I believe there should be even greater mobility be- 
tween the user-producer camps. Certainly an exposure to the 
problems of the user will help sharpen the producer’s apprecia- 
tion of these problems, and knowledge of the possibilities (and the 
limitations) of research should also help the user to function more 
effectively. 


What is Advertising Research? 


A greatly simplified description of advertising research is that 
it attempts to answer these four questions: 


1) What should we say? (Theme research) 
2) How should we say it? (Copytesting) 
3) Where should we say it? (Media research) 
4) How did we do? (Post-testing) 


It seems to me that there is sometimes a misunderstanding 
about the basic functions of advertising research. The purpose of 
research is certainly not to discover absolute and unchanging 
Truth; it is rather a means of loading the dice so that correct de- 
cisions can be made more frequently. And the necessity for any 
research—and the care with which it must be conducted—depends 
upon the ‘“‘price of being wrong.’’ 

In some ways, research may be compared to a three-legged 
stool. The first leg requires a clear statementof the problem, and 
if possible, prior agreement between the producer and the users 
of research as to what constitutes significant results. Often the 
clear statement of the problem is the greater part of the solution. 

The second leg of the stool is technical competence—good ex- 
perimental design and careful supervision of all the stages of the 
research, 

The third leg—and the one most often neglected—is clarity and 
drama in the presentation of results. Some call it showmanship, 
and without it, research findings are all too often as dull as dish- 
water. 

When these three stages of research are adequately planned, 
the findings are likely to be of maximum usefulness in helping to 
make important decisions about marketing strategy. 

Now there will be times, of course, when the purpose of re- 
search is sheer exploration. We may not even know in advance 
what we really want to find out. And it is possible that occasion- 
ally, such random exploration or serendipitous findings may be 
productive of extremely useful information. 
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I remember a copy test of an ad for a laundry dryer, where one 
interview resulted in an important copy change. The respondent 
looked up from this beautiful 4-color magazine spread, and asked, 
“This dryer—is it gas, or electric?’’ 

This ad had been reviewed by the copywriter, and approved by 
the copy supervisor, the assistant copy director, the Vice-Presi- 
dent in charge of copy, the account executive and the account su- 
pervisor, it had been through the Plans Board—but somehow the 
simple question, ‘‘gas or electric?’’ hadn’t been answered! But 
the intelligent ignorance of only one housewife was enough to point 
up this important omission. 

This example points up the inherent unpopularity of the re- 
searcher’s position in an advertising agency. An advertisement 
is a brain child (even though it’s often a child of many fathers), 
and who likes to have his child criticized, even though the criti- 
cism may be valid? To sweat through the creative process and 
finally come up with a copy approach that wins acceptance from the 
agency’s creative supervisors—only to have the researcher come 
along at the last moment and say ‘‘Oops!’’—it’s probably an under- 
statement to say that this sometimes makes for strained relations. 

Someone has said that there are few things more tragic to wit- 
ness than the murder of a beautiful theory by a gang of ugly, brutal 
facts. The truth of this was brought home to me when, some years 
back, I ran a copy test on a campaign designed to establish an im- 
proved corporate image for one of the largest manufacturers of 
home appliances in the world. The illustration was a little girl 
about six years old, and the copy was a stream-of-consciousness 
attempt to link the child’s hopes for her own future as a wife and 
mother, to the way in which the manufacturer’s appliances would 
help her fulfill her future role. 

It. was a beautiful piece of writing, and we all had high hopes 
for the ad’s ability to create a mood of sentiment, involvement, 
and prestige for the manufacturer’s product line. We included the 
ad ina portfolio test, and soon learned that it brought a tear to the 
eye only if it were read—and most people simply didn’t read it. 
There was actually more misidentification than correct identifica- 
tion of the advertiser—with a common response being, ‘‘I remem- 
ber seeing some ad for Greek War Relief.’’ 

The time when the researcher can make his greatest contribu- 
tions—contributions that are likely to be accepted—is at the in- 
ception of the creative process. And the researcher must always 
take into account the ‘‘SAJ’’ element. ‘‘SAJ’’ stands for ‘‘Seasoned 
Advertising Judgment,’’ and it is what agency creative people and 
clients frequently display when they are unwilling to accept the 
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results of a particular piece of research. Part of SAJ is valid, 
and part of it is spurious. 

The part that is valid reflects the fact that even in the most 
rigorously designed research, we will still come up, occasionally, 
with wrong answers because of sample variability, interviewer 
bias, clerical inaccuracy, or even perhaps because we may have 
asked the wrong questions. 

The part of SAJ that is spurious reflects the fact that itis a 
very real psychological threat for a creative man to believe that it 
is possible for a researcher, by interviewing a few score con- 
sumers, to come up with a better answer than that of the creative 
man, even though the creative man may have spent the better part 
of his professional life specializing in these problems of persua- 
sion and presentation. 

Let me give you a brief example of this kind of psychological 
threat in another area. My father owns a retail bakery. If some- 
one tells him that his baked products are ‘‘just like home made,’’ 
he is far from pleased. The reason for his displeasure is simple: 
the baking business has been his major interest for more than 40 
years. He has spent over 100,000 hours in study, experimentation 
and production of baked foods—and understandably, he does not 
relish being told that he can do only as well as a housewife, whom 
he considers to be a rank amateur! 

And you see, this is just what’s happening when there is a con- 
flict of opinion between the creative man’s ‘‘Seasoned Advertising 
Judgment,’’and the researcher—who really represents the opinions 
of a bunch of amateurs. The trouble is, these ‘‘amateurs”’ are the 
ones who buy our products. If they fail to notice our sales mes- 
sage, or fail to remember it, or if they don’t understand it, or per- 
haps even reject it outright—then the money spent for that ad 
might have been put to much better use elsewhere in the corporate 
budget. 

But let’s assume that the researcher has been the soul of di- 
plomacy in dealing with the creative people in his own organiza- 
tion. Let’s also assume that his experimental designs are without 
flaw, and that his answers have a very high probability of being 
true. And suppose the client still won’t accept the answers. What 
then? 

It seems to me that it is our responsibility to state our honest 
convictions about the research in clear, unblinkable terms. But 
the client’s ultimate responsibility is to the corporate stockhold- 
ers, and no management worthy of its salt will relinquish that re- 
sponsibility to any agency. After all, it is the client’s money we 
are spending, not ours. 
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The Importance of Recommendations 


I suspect few people would quarrel with the statement that 
marketing research should be decision-oriented. But it’s sur- 
prising how few advertising research reports contain reecommen- 
dation sections. Often the researcher is told by the account man- 
agement, ‘‘Just make an objective report of what you found.’’ This 
frequently results in a truly sterile objectivity—a report full of 
tables of data, with such enlightening commentary as ‘‘19 per cent 
is the highest figure in this table.’’ 

I’d like to propose that there be a standard ‘‘so what?’’ section 
to research reports. It would follow the presentation of findings, 
and it would briefly state the implications of the research for 
practical marketing decisions. And if there were none, that fact 
would be stated too. 


What About the Importance of Timing? 


A given unit of information has ‘‘time value’’ as well as ‘‘fact 
value.’’ Some years back, a large midwestern packer decided to 
offer a new type of premeasured, packaged shortening as a con- 
venience to consumers. But apparently no one was around to re- 
mind management of the First Law of Marketing, which is ‘‘Make 
what the customer wants to buy—don’t try to sell what you happen 
to make.’’ 

After the company had installed $1 million worth of new pack- 
aging machinery, someone suggested that it might be a good idea 
for the advertising agency to conduct a consumer survey. We 
talked to only 100 housewives, and found to our surprise that the 
majority of them were unwilling to even try the new product—and 
they had some good, logical reasons for their unwillingness. And 
as a clincher, the few who were willing to try it, used significantly 
less shortening than those who weren’t interested. 

It seems reasonable to believe that if this survey had been 
made before the order was placed for the new machinery, man- 
agement’s decision might have been different. 


When is Research Pointless? 


Sometimes research is undertaken with inadequate time to do 
the job right, or ‘‘after the fact’’ as in the shortening example, or 
on a budget so low that too many short-cuts are required—and 
sometimes it is undertaken for no reason other than client pres- 
sure. 
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The account executive has a responsibility to communicate to 
the client that the measurement of advertising effectiveness is 
often not a simple procedure—and he should realize that ‘“‘the 
client wants a copy test on this campaign’’ is vot really a suffi- 
cient reason to conduct any research at all. 

There is reason to believe that half the research being con- 
ducted today by advertising agencies is a waste of money. But as 
Philip Wrigley once said about advertising, ‘‘Probably half of it is 
a waste of money—but the trouble is, I can never be sure which 
half is which,’’ 


The Perils of Self-Criticism 


On occasion I have been present at sessions of professional 
researchers when they were so busy criticizing one another’s re- 
search designs that it seemed to me that there was grave danger 
of their freezing into complete inactivity. There are few research 
methods that cannot be criticized on some theoretical grounds. 
Sure, our attempts to predict human behavior are fumbling and 
uncertain when they are compared to the more precise methods of 
the physical sciences. But then our subject matter is infinitely 
more complex—and it is only to be expected that it will take some- 
what longer to make progress in predicting and influencing con- 
sumer behavior. 

Sometimes, too, I believe that we hesitate to tackle a problem 
because we have been told that it really requires a highly technical 
approach that few of us can handle, or because it requires data not 
readily available. The Gestalt psychologist Kurt Lewin had a fa- 
vorite answer to this objection: 


“Only ask the questions in your research that you can 
answer with the techniques that you can use. If you can’t 
learn to ignore questions that you are not prepared to 
answer definitely, you will never answer any.’’ 


Fortunately, the curve of progress in many fields of knowledge 
is usually exponential—we gain mastery of it at an increasing rate. 
One thousand years ago, for example, man could travel over the 
earth no faster than a horse could run—about 45 miles an hour for 
short distances. At the turn of this century, just 60 years ago, man 
could travel only 70 miles per hour on the fastest locomotive. 
Just 12 months ago, a jet plane travelled 1500 miles per hour 
(more than twice the speed of sound!), and the current speed of the 
X-15 is still a military secret. 
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The fact that some of our marketing knowledge and practice 
may now be at a stage comparable to that of the Wright Brothers 
at Kittyhawk, does not disturb me in the least. The work of Orville 
and Wilbur was a necessary prerequisite to the development of 
guided missiles and the Age of Space—and our work is a forerun- 
ner of the exponential progress which marketing is bound to make 
in the decade ahead. 


Leo Bogart* 


I don’t think I will confine myself this morning to talking from 
the perspective of the client. I prefer to talk from the perspective 
of the professional researcher, and I, like most of my colleagues 
on this panel, began my preparation for this talk by reference to 
the dictionary, and by an attempt to develop some typologies, and 
in dealing with typologies. 

Of all the people in the country or in the world who hold the 
title of marketing researchers or who practice what is generally 
accepted or believed to be marketing research, I wonder how many 
actually practice research in the sense of the systematic collec- 
tion of data for the purpose of analysis in terms of a body of prin- 
ciples or theory. 

I think that actually a lot of whatpasses for marketing research 
is actually a glorified form of bookkeeping, or comes under the 
heading of marketing intelligence. 

There is a very thin line of distinction between intelligence and 
research, as we certainly find in the military, and you may apply 
research skills, let’s say, to the development of principles of col- 
lecting data on a systematic and repeated basis whereby the data 
then comes under the heading of intelligence rather than of re- 
search, and under this kind of heading I put the routine collection 
of such things as readership ratings and competitive market posi- 
tion audits and radio or television ratings and all the like, which 
simply as reported represents marketing intelligence of one kind 
or another. It only becomes research when comparison or theory 
enters the picture. 

In other words, the simple intelligence value of this informa- 
tion is very much akin to the intelligence value of going to the 
library or clipping the newspapers or taking your competitors and 
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employees out to lunch occasionally to find out what is going on. It 
all comes under the heading of gathering information of varying 
degrees of validity or varying degrees of hardness or softness. 

Now, it seems to me that one of the problems that we have as a 
trade or a profession, is that all of us collectively come to this 
field from one of two general directions. We either come, without 
prior specialized orientation or training to research as such, into 
the business world. We find ourselves in a particular business, 
and many of us come into a research department exercising cleri- 
cal skills, let’s say, and working our way up through so that we 
acquire some professional skills as well, but primarily we are 
oriented to the goals of the business. We think of ourselves, 
therefore, as advertising men, or we think of ourselves as poultry 
feed men, as millers, as automobile men, or whatever the case 
may be. 

Then there is another group of us, an increasingly large group 
of us, with the change of orientation in marketing research over 
the past few years, who come out of some kind of advanced, spe- 
cialized professional training, and we think of ourselves as stat- 
isticians or as psychologists, or as management people, profes- 
sional managers, or as sociologists or as economists, or as 
anthropologists or as mathemeticians. What remains similar in 
both cases is that our primary loyalty is to some other orientation 
than to the orientation of marketing research per se. We either 
think of ourselves primarily as people with prior training in one 
discipline who found our way into marketing research, or as people 
who are really business men who happened to be assigned to the 
marketing research end of this particular business. 

Now, as a working practitioner, the market researcher finds 
himself in a kind of ambiguous situation. A lot of the problems 
that I believe my predecessors on the panel were speaking about 
are problems which I think arise from the inherent nature of the 
role of the market researcher rather than from any peculiar fail- 
ings on his part or on the part of the people he deals with. Itisa 
very easy thing for us all to draw amusing pictures of our own 
foibles or of most of the people around us, but the picture we are 
really drawing is that of human beings and all their interesting and 
amusing variety, rather than of the role itself and what the role 
demands of us. 

But as a professional, the market researcher is oriented to the 
joy of craftsmanship as such, doing the job right, and in this sense 
he is like any other artisan or craftsman. He wants to do it the 
right way, and the pleasure he gets outof the job is the pleasure he 
gets out of achieving, at the moment he does it, the highest degree 
of craftsmanly pride. 
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At the same time, in so far as the professional market re- 
searcher starts with some kind of a prior background in some 
other field, and some field of scholarship for graduate training, he 
is subject to all of the traditional pressure on the scholar, on the 
professionally trained person, to produce in terms of some larger 
image of his role, in terms of the pursuit of truth for its own sake. 
He has to think of himself as a scientist, so he has to think not 
only in terms of, ‘‘What pleasure do I get out of doing the job right 
now?’’ the pleasure of the job itself; he also has to think in terms 
of, ‘‘What is this really teaching me and teaching society about 
human beings that is going somehow to contribute to the knowledge 
of people in general and of society?’’ 

As a professional he also has to think in terms not only of im- 
mediate self interest presumably, but in terms of the larger inter- 
ests of humanity which have provided him with the necessary kind 
of training that permits him to pursue his trade, and this is the 
guiding premise of any group which calls itself a profession and 
which sets up a certain code of behavior, certain set of standards 
for itself which involve, on the one hand, a minimum set of train- 
ing requirements and, on the other hand, a pledge of adherence to 
some system or scheme of behavior which says, ‘‘Now, you can go 
up to this point in pursuing your self interest. Beyond this point 
you have to keep people at large in mind.’’ 

So much for the professional orientation. On the business ori- 
entation you have a similar division of interest and a similar set 
of incompatible pressures between ends and means, between the 
ends of the corporation as a whole, thinking in terms of what are 
the goals of the company, what are we trying to achieve, where do 
we expect to be in terms of market position and in terms of profit. 
And what part should research play in achieving those ends. On 
the other hand, the particular immediate pressures which the re- 
searcher, as a business man, faces with respect to his own little 
empire, whether the empire consists of and is his own self inter- 
est, his own desire for advancement, or achievement as an indi- 
vidual operator, or within an agency or plant organization, or the 
empire he has built with the loyalties and jobs and securities of 
his associates and subordinates. In any case, he is out, by virtue 
of having a vested interest in his job and in his department or in 
his firm, to do as well as he can for that immediate end which may 
not always be in agreement with the ultimate end of the corpora- 
tion that he serves. 

Now, when you look at the occasional incompatibility of inter- 
ests between the two professional roles of the researcher, and 
furthermore look at the two occasionally and frequent incompatible 
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roles that he plays as a business man, it is no wonder that so many 
of us are confused. 

As far as the professional orientation of the researcher goes, I 
think the confusion is compounded by the fact that the researcher 
has pressure from professionals who are not in business and who 
still retain a kind of nineteenth century reformist attitude toward 
trade in general. A recent quote from Mr. Hayakawa, who happens 
to be a former teaching colleague of mine, is a case in point. He 
wrote recently: 


Motivation researchers are those harlot social scientists 
who, in impressive psychoanalytic and/or sociological 
jargon, tell their clients what their clients want to hear, 
namely, that appeals to human irrationality are likely to 
be far more profitable than appeals to rationality. This 
doctrine appeals to moguls and would-be moguls of all 
times and places, because it implies that if you hold the 
key to people’s irrationality, you can exploit and diddle 
them to your heart’s content and be loved for it. 


Those are hard words, and they are words a lot of reflective 
people in research respond to with a sense of guilt and that they 
feel seriously about. 

One of the problems in defining the area of professionalism or 
trying to decide for ourselves what degree of professional status 
we can legitimately claim or aspire to is the fact that marketing 
research encompasses diversified skills, ranging from the mathe- 
matical skills involved in probability sampling or scaling, on the 
one hand, all the way over to the skills of the clinical psychologists 
or the economist doing forecasting or what have you, on the other 
hand. 

Apart from this variety of skills in the research department, 
there is also a tremendous range in the continuum of skill required 
to do all the jobs that a large research organization must do, 
Where do you draw the line in assigning professional status? If 
the research director is a professional and his project director is 
a professional, is the coder a professional? Is the interviewer a 
professional? Where do you cut it off, and where do you say, ‘‘At 
this point you follow orders and do what we say?’’ And where do 
you say, ‘‘Here is where you exercise your independent judgment 
as a thinker, and you start being guided by the standards of pro- 
fessional judgment?’’ 

I started this with a reference to the dictionary, and the word I 
chose to look up was the word, profession, and I found that there 
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were two definitions in my dictionary, one right after the other. 
One was: ‘‘the occupation, if not commercial, mechanical, agri- 
cultural or the like, to which one devotes oneself; a calling.’’ The 
second one, following that, was: ‘‘the body of persons engaged ina 
calling as ‘the professions distrust him.’ ’’ 

I find both the section of the example and also the qualification 
on the occupation, not commercial, interesting, and perhaps not 
that these represent definitions which we should accept, but at 
least definitions which are still popularly thought of. 

Now, where does one draw the line in professionalism between 
the marketing researcher, who is anxious to maintain his inde- 
pendent integrity, his independent set of references, to a body of 
scholarship or a body of theory or a professional practice frater- 
nity that lies outside of the organization for which he works, where 
does one draw the line between him and the people he works for 
and with? 

Increasingly we have found a tendency on the part of manage- 
ments in larger corporations, and now increasingly in middle- 
sized corporations to think of themselves as professionals. A 
director of the Standard Oil Company a number of years ago pub- 
lished a widely circulated monograph which he titled, ‘‘Manage- 
ment Is a Profession,’’ and certainly the American Management 
Association and other groups are striving increasingly to give 
management that feeling of dedication and the sense of standards 
about itself. 

Now, is the corporation executive who goes up to Harvard or 
Pittsburgh for a management training course—does he now become 
a professional? What about the fellow that simply carefully reads 
the Harvard Business Review or the Chicago Journal of Business? 
Is he a professional? Does he have a professional attitude? You 
can carry this down the line. The fellow that reads the Wall Street 
Journal every day, or maybe just the fellow who reads the finan- 
cial column of the daily paper, is he now a professional by virtue 
of the fact that he is taking some professional interest in his job 
and seeing himself as a part of a national collection of managers, 
all of them with the same problems and orientations and objec- 
tives? 

It is precisely because of the fuzziness of the line of distinc- 
tion that I think the researcher perennially finds himself in hot 
water when his own position, or his own interpretation, or his own 
conclusions run counter to those of the people to whom he is pre- 
senting these conclusions. The stock answer is to stand on your 
high horse and plead your professional status because that is your 
job and you know all about it. Even if the fellow, on the other side 
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of the fence has not had the benefit of six months in the research 
department at some point in his life, he still can say, ‘‘What the 
heck! I’m a professional manager myself, ard after all, what you 
are talking about is people and their buying patterns, and who 
knows better about this than I?’’ 

This is not, remember, a questioning of the craftsmanship 
aspect. I don’t think you will find very many clients or users of 
research who will argue with the researcher about such things as 
the coding set up on the questionnaire or the sampling plan or the 
phrasing of particular questions, or the training of interviewers. 
The problem rises precisely when you get beyond this intelligence 
collection aspect of the work and get into the interpretation of 
data, and yet at the same time there is a constant pressure and a 
legitimate pressure on the researcher to interpret data for the 
people he is doing work for. 

Now, there is a carry-over into many top managements in my 
experience of what might be called the military attitude toward 
research, which really stems from the military use of intelligence. 
In the military establishment, as you know, you have a briefing 
session in the morning, in which the intelligence officer tells the 
management, so to speak, what is what, and he gives him the lay 
of the land, and they are not interested in the slightest either in 
how he assembled the data which leads him to the findings that he 
presents nor are they interested in the slightest in the intelligence 
officer’s suggestions as to how the battle might be run from here 
on, 

This, of course, is a state of mind that one very frequently en- 
counters. A couple of years ago I made a study of the operating 
assumptions of the United States Information Agency, which of 
course is charged with all American propaganda overseas, and one 
of the things I was curious about in my interviewing was deter- 
mining what the role of the very large research and intelligence 
unit was within the agency, what kinds of problems it encountered, 
what acceptance did it have. 

One of the very top officials of the agency at that time had the 
following remark to make. He said, ‘‘You guys’’—he somehow 
lumped me with them, I don’t know why—‘‘are constantly coming 
up with all the social science stuff. I don’t want any of this fancy 
stuff. I just want simple little facts, simple little facts like how 
many people are in my audience, where they are, what kinds of 
people are they, what kind of things are they apt to be influenced 
by, what kind of programs do they listen to, who are the outstand- 
ing authorities for them, what is their view of the United States, 
and so on, and so on, and so on. ‘‘Simple Little Facts.’’ 
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Now I have my own little typology of the users of research, A 
lot of the problems we talk about are not problems unique to our 
own field. 

Now, I just want to talk to the other extreme for a moment, 
which is the state of mind which says, ‘‘All right, what do the 
numbers mean? Now tell me what to do about it.’’ This I think is 
an increasingly encountered attitude, particularly where you have 
researchers who win acceptance in their own organizations or in 
dealing with clients, not merely as people who are competent tech- 
nicians but as people who have developed a savvy about the busi- 
ness with which they deal, and after all this is how researchers get 
ahead, as Henry points out. They learn so much about the busi- 
ness that ultimately they graduate from research entirely, for if 
they don’t graduate from research they learn so much about the 
business of research they can spend all their time on administra- 
tion or selling and don’t have to do any research at all. I don’t 
know which is the more deplorable fate. 

Now, the answer to the question—What do the facts mean? How 
far should I go?—is a particularly heart-rending one, because the 
researcher too frequently doesn’t know what position he should 
take, if he takes any position at all. There are those who come 
with their charts and numbers and put them on the wall and you 
try to figure it out. But the researcher who is in an organization 
where he is moved by the organization, where he really wants to 
help out, whether he does so in the role of the agency man or in 
the role of the company’s own marketing team, has the delicate 
problem of figuring out where he is now speaking from his own 
knowledge of the business, or using his own creative insight, his 
own talents in areas which have nothing to do with research as 
such, and to what extent is he simply acting as a scientist, if you 
will, drawing the necessary interpretations from his data. There 
is a very narrow distinction, it seems to me, between the legiti- 
mate interpretation of data to the drawing of conclusions about 
what the data mean, on to the next step of the logical recommen- 
dation that flows clearly from the conclusion and from the inter- 
pretation. On the other side absolutely nothing more confusing or 
more deadly in the hands of a layman than a set of Statistical 
tables without comment and without interpretation. 

One of the best comments that I have come across recently on 
the fate of the researcher as he progresses through his own pri- 
vate business cycle is from Peter Drucker’s recent book, ‘‘Land- 
marks of Tomorrow.’’ He again refers to the military for his 
analogy to the problem that the professional in business is apt to 
encounter increasingly today. He says: 
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“‘As long as there have been organized armies the great 
majority of officers who have become majors have re- 
tired as majors. It has always been true that not every- 
body can become a general. But there is a difference 
between a major who remains a battalion commander 
while another battalion commander moves on to become 
a general, and a meterologist-major who remains a 
major because this is the furthest any meterologist can 
go under the existing system. The first may feel per- 
sonally aggreived, may feel that he is a better man than 
the general, and that he owes his bad luck to favoritism 
and intrigues, if not to the proverbial stupidity of the 
higher-ups. But his job, whatever his personal feelings, 
is a subordinate job; it is, within a smaller sphere, the 
same kind of job as the general’s. The meterologist’s 
job, however is not subordinate. It is a specialist’s job 
requiring highly advanced scientific knowledge. In his 
own field he is asked to function as a general while en- 
joying the status only of a major.’’ 


Drucker goes on to develop this primarily in terms of engi- 
neers and scientists and so on in industry, but I think the analysis 
to marketing research is clear, and he ends up on the note that 
professional people, if they want to respect themselves, must see 
their work as serving no mean end and as part of a grand design. 

When you get to the grand design, are you talking about the 
grand design of society or science or profession, or the grand de- 
sign of the company? You are backed up against the problem of 
means and ends as related to the thing that we all most commonly 
complain about at all these cathartic sessions, where you want to 
do it ‘right and some guy over there won’t let you. 

Now, part of this I think comes from an over preoccupation 
with what you might call a kind of professional super ego: If we 
don’t have findings that are 95 per cent probability level it is im- 
moral. And this is often carried to the point where we require 
and insist on sample situations or study designs or timing consid- 
erations which make a study we want to do either impractical or 
of far less value than a study more hastily conceived and more 
hastily executed. 

Again, this is a very delicate matter in trying to decide where 
do you draw the line between putting your foot down and saying, 
“This is going to come up with completely meaningless and in- 
conclusive data and I won’t stand behind it and I won’t stand for 
it,’’ and where you say, ‘It may or may not be inconclusive. It is 
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a gamble. Let’s see whether anything comes out that might be 
helpful to us and give us an idea we wouldn’t otherwise have had.’’ 
Every one of us has faced this inevitable moment of truth after the 
pilot study comes in. You have done 100 interviews and are ready 
to do the 40,000, and the guy says, ‘‘Are we going to learn any- 
thing from the 40,000, any more than we have learned from the 
100?’’ There isn’t any ready answer for that, because sometimes 
you will, but sometimes you won’t learn that much more to justify 
the vastly increased cost in relation to what the value is of solv- 
ing the problem that the research is intended to solve. 

Now everything I have been saying I think, gets back to the is- 
sue of professionalism and the issue of standards—what standards 
do you set for yourself in your work, what standards do you ex- 
pect of your research colleagues or your research suppliers? 

We are constantly being stretched, constantly being pulled at to 
exert influence in areas beyond our strict professional compe- 
tence. To what extent can we yield to those pressures and still 
retain our own professional self respect? 

One of the problems you see in setting standards—and I have 
just been through a rather harrowing year on a committee which 
has been trying to set standards for the American Association of 
Public Opinion Research, which has problems exactly analogous to 
those we face in AMA—you come back to the basic problem of how 
do you set professional standards for a field which sets no mini- 
mum professional requirements, no minimum professional quali- 
fications, and how can you set professional qualifications in a field 
which is as completely diversified as ours is, both in the kind of 
professional skills it draws upon and represents and also in the 
level of professional skills that is called upon at various stages of 
a job. 

You get back to the origins of some such professional codes or 
standards, and you find they really originated as codes among 
themselves. To go back to the Medieval Guild, ‘‘You scratch my 
back and I’ll scratch yours and we will keep the outsiders out.’’ 
Certainly we have gone away since then with recognition of ac- 
cepted professions like the legal profession and the medical pro- 
fession, where you need not only a minimum set of qualifications 
for membership but you also need adherence to a code which as- 
sumes that apart from the responsibility that you have as a pro- 
fessional in your profession, you also have a kind of responsibility 
to the world at large. 

All right. Now, who is going to assess the violation or the de- 
gree of conformity to any set of standards that anyone dreams up? 
Who is going to pass on qualifications, and what pot is going to be 
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the first to call the kettle black? I think we face ethical problems 
or problems of standards in our field, and | think serious prob- 
lems in four areas, 

First of all, there is the shear problem of honesty. Take in- 
terview cheating and raise it up to the level of the firm cheating. 
This is the problem I think, by and large, we have overcome in 
this country, although we haven’t overcome it abroad, and in Cuba, 
for example, for $150 any one of you can get a beautiful certificate 
which asserts that a public opinion poll among Cuban housewives 
has shown your product to be far and away the best in the court of 
public opinion. This is just a set of ethical problems, basic prob- 
lems of personal morality. 

The second type of ethical problem relates not to deliberate 
falsification of findings but to the distortion in the technique or in 
the study design itself. This is the kind of research which is done 
to prove a point and uses the means which will prove that point 
when other means might show it differently, and we are certainly 
very familiar with that in media research. 

The third critical area is the one that I referred to earlier, 
that of determining the point at which you just refuse to undertake 
a project, if you know in advance that it won’t give the client what 
he is really hoping for, and where you refuse even knowing that if 
you don’t do it somebody else is going to do it. 

The problem of deciding what is right and what is wrong is so 
intimately related to the problem of who is competent and who is 
not, as well as the problem of whose intentions are good and whose 
are not. This is a particularly difficult part of our job, and it is 
one that we are increasingly going to have to face up to and take 
some action about as a group. 

The final ethical area that I would like to mention relates to 
the responsibility of the researcher not to his clients and not to 
the public at large so much as to his individual respondent, and 
there are those social scientists, for example, who believe that 
under no circumstance should a respondent ever be interviewed 
under false pretenses of any kind as to either the end of the inves- 
tigation or as to the purpose of the particular questions he is 
asked. 

Justification for this, of course, relates back to the notion of 
the profession as being in the service of society. 
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NEW TEACHING TOOLS 
FOR THE 1960°S 


A. Taped Involvement Materials to 


Enrich Teaching 


Steuart Henderson Britt* 


HE problem which I have been dealing with is that of the devel- 

opment of some case material for students. In the Northwest- 
ern University School of Business we use a combination of case 
materials, textbook materials and lecture materials, but there is 
pretty heavy emphasis on printed cases. It works out well for the 
students. 

I have also had the idea it would be wise to have various mar- 
keting men come to talk to my students about various marketing 
problems, and that has worked fairly well also, provided it is a 
class where we have only one section of the class. For example, 
last year I had two of the top officers of the Butler Brothers come 
to meet with a class of mine, and in advance of the class they sent 
to me, and to my students, a great deal of background material on 
their company; and then also a marketing problem which was es- 
sentially a pricing problem; and I gave that to the students and 
told them their job was to be ready to talk about it, and these two 
men arrived. They simply called on the various students and 
said, ‘‘What is your solution?’’ and ‘‘What is your solution?’’ and 
ended up by saying, ‘‘Here is the way we did it and we think we 
solved it, and what the additional problems are.’’ 

This becomes a little difficult if you have more than one sec- 
tion of a course, which we often do. It is a little embarrassing to 
ask a man to come and talk, and he talks to one class at 8:30 and 
maybe another at 10:30 and another at 1:30, so the idea occurred 
to Harper Boyd and to me that it might be a good idea to use a 
taped-interview method. 


*Steuart Henderson Britt, Professor of Marketing, Northwestern University. 


443 


444 MARKETING KEYS TO PROFITS IN THE 1960’s 


In this first case which I have tried out, I turned to the indus- 
trial field rather than the consumer field. I went to see a man 
who is the president of a company in the Chicago area, called the 
Protecto Seal. This company manufactures containers for in- 
flammables. 

What I asked him to do was to let us conduct a brief interview 
with him and ask him a series of questions regarding the product, 
market, channels of distribution, and pricing policies, and for 
him to end up by stating a marketing problem which we would then 
play-back for the students. This is exactly what we did, and I 
would like to play not all of this, but at least part of it to give you 
the general flavor. 


(Editor’s note: The tape recording contained ques- 
tions by students and the answers by the business repre- 
sentative, bringing out the above problems. Professor 
Britt is willing to allow other professors to borrow this 
tape, but also would like to work out an exchange basis 
with the other teachers. Britt’s comments, after the 
group heard the tape recording, were primarily that the 
interview was unrehearsed, but he warned the audience 
that it is essential that one get a man who talks without a 
lot of “‘ohs,’’ “‘ahs,’’ and “‘ers..”’) 


I will tell you in this instance we had some pretty hot discus- 
sion of this particular problem, which went on to the end of one 
class period and considerably into the next, with various solutions 
of the marketing problem. 

The next thing which I did, I took very detailed notes on what 
the views of the class were, and I wrote these down and then sent 
these to the president of the company. I will read you excerpts 
of my letter to him, telling him what my students advised him to 
do in how to run his company, and I told him this: 

‘‘One-third of the students expressed the opinion that the firm 
should continue selling the present line in the manner that it is 
being sold. More effective advertising and personal selling ap- 
peals based on proven safety features and their importance were 
the suggested areas for meeting competition. 

‘“‘Two,’’ I told him, ‘‘that a large group of the students felt that 
even if the product line was not changed the channels of distribu- 
tion for his items should be changed and the jobbers should be 
used. These students suggested that the use of jobbers would al- 
leviate the storage problem and would gain greater product ex- 
posure. Jobbers may provide a better sales effortfor the Protecto 
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Seal brand because of its status and margins available to them, in 
spite of the fact that they would carry cheaper competitive cans. 

‘‘Thirdly, about two-thirds of the students expressed the opin- 
ion that a less expensive container with less quality should actually 
be produced for the market and under a new brand name. Much of 
the reasoning for this lay in the idea that the two different mar- 
keting segments existed. One, a group of users who needed and 
appreciated Protecto Seal features, and another, a group of users 
who did not need or did not realize the need for these features and 
could not be reached by present appeals and sales techniques.’’ 

And then I told him that: ‘‘The channels of distribution for a 
lower quality container ranged from the present one used to the 
utilization of the salesmen for the regular container and jobbers 
for the new container. 

“‘The analysis of accounts was recommended to verify what 
type of buyers were switching to lower-priced containers and some 
survey work was recommended to ascertain the reason for shifts 
in preferences. 

“Fourth. Recommendations to the effect that a new container 
can be sold to the consumer market were made, opening up a new 
idea there, and the channels recommended to reach the consumer 
were automotive parts and supply houses and garden supply and 
hardware distributors. Tie-in sales with power mower producers 
were also suggested.’’ 


B. The Filmed Case—Its Advantages 
and Limitations 


Prof. Joseph W. Newman* 


N a few minutes, you will see a motion picture prepared for use 
in the marketing course at the Harvard Business School. Itisa 
new film—in fact it was completed only last week so this is its 
first public showing. Not only is it new, but it necessarily is 
something of an experiment in our young efforts to learn more 
about how visual aids may be uSed to advantage in the classroom. 
Before showing you the film, it may be helpful if I sketch ina 
little background. There are several things you may want to keep 
in mind. 

First, it is important to remember that the Harvard Business 
School has relied primarily upon the case method of instruction. 
A class session typically is a discussion of an actual business 
problem and what to do about it. The student must identify the 
key issues involved, examine data, and recommend an appropriate 
program of action. Almost all of the cases have been presented 
to the student in written form. 

A second point is that the School has its own Division of Audio- 
Visual Education. It was set up in 1953 and now has an annual 
budget of about $40,000. In addition to supplying audio-visual 
services and equipment for classroom use, the division conducts 
research and develops audio-visual materials by which the case 
method may be effectively supplemented. 

The division is headed by Mr. George W. Gibson upon whom I 
am relying heavily in my remarks today. For those of you espe- 
cially interested in filmed cases, I commend to you an article by 
Mr. Gibson. It appeared in the May-June 1957 issue of the Har- 
vard Business Review and bore the title: ‘‘The Filmed Case in 
Management Training.’’ 

In their early work, Mr. Gibson and his staff experimented with 
adapting for classroom use audio-visual materials produced else- 
where for commercial purposes. They soon concluded that gener- 
ally it was difficult or impossible to successfully integrate these 


*Joseph W. Newman, Professor, Harvard Business School. 
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outside materials with the case method of instruction. In 1956, 
the division began producing its own materials. In the last three 
years, it has produced 11 motion pictures, three sound slide films, 
nine slide presentations and two taped case supplements. 

Films now are used at the Harvard Business School in four 
general ways: 


As exercises in connection with printed cases. For 
example, the division has produced two time and mo- 
tion study films which are used in this way. 

As a means of supplying additional background infor- 
mation on an industry or a company with which printed 
case material is concerned. The division has pro- 
duced two motion pictures of this kind. 

As a means of explaining a technique such as how to 
use a Slide rule. 

As a means of presenting the business case itself. 
The division has produced five films which carry most 
or all of the burden of case presentation. Two of 
these films have been in the area of industrial man- 
agement; one in retail store management; one in busi- 
ness administration and government policy; and one— 
the one you will see today—was produced for the 
marketing course. 


Incidentally, the films in the Audio-Visual Division’s collection 
can be rented. While the division has not solicited bookings, it 
nevertheless has received a number of requests. In the last three 
years, its films have been used by nearly 100 business firms, and 
60 colleges and universities. 

One should not get the impression that the films are highly 
polished a la Hollywood. They are not. To a large extent, this is 
intentional. The films are not for entertainment. Instead, they 
are designed to aid learning by picturing business situations as 
realistically as possible. Hence, they are devoid of frills. An- 
other reason for their lack of high polish, of course, is that they 
do contain some production mistakes which do not warrant correc- 
tion. The objective has not been technical perfection. Rather, it 
has been an acceptable film which will do its educational job with- 
out making the student uncomfortable because of technical defi- 
ciencies. 

While the Audio-Visual Division has had to learn a great deal 
from experience, I think it has done an excellent job. And it has 
done so ona shoe string. It has worked with physical facilities 
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which leave something to be desired—notably a sound stage. It has 
had to recruit and direct members of the School’s faculty and staff 
for its actors and actresses. In this connection, I never cease to 
be amazed at the talent which is hidden away in a business school. 

The cost of producing filmed cases has averaged about $100 a 
minute of finished film. Inasmuch as most of our class periods 
are 80 minutes in length, an effort has been made to limit the 
films to 20 minutes or less. The film you will see this morning 
runs for 14 minutes. It cost about $1,000 to produce. 

Production economies are affected by the Audio-Visual Divi- 
sion in various ways. Sets usually are simple and the School can 
obtain permission to shoot on location in a company plant or office 
should this be desirable. Another important factor is that the di- 
vision’s staff members are versatile. Mr. Gibson, for example, 
not only serves as producer, but as writer, casting director and 
sound recorder. His assistants likewise have several responsi- 
bilities. And, of course, these people can not devote themselves 
entirely to production—service duties take a great deal of their 
time. 

So much for the production side. How have the films worked 
out in class? The answer is ‘“‘very well.’’ Generally, both the in- 
structors and students like them. Experience at the Harvard Bus- 
iness School seems to be consistent with the findings of studies 
conducted elsewhere to the effect that audio-visual media contrib- 
ute to a higher level of retention and stimulate both interest and 
the students’ facilities for comprehension and problem solving. 

Student reactions have been systematically solicited in two 
courses: personnel administration and sales organization. The 
students were unanimously in favor of continued and expanded use 
of audio-visual media—a reaction which was shared by the faculty. 
The professor of personnel administration said he would like to 
increase the number of films used in his course from 8 to 16. 


The principal advantages of cases on film appear tobe these: 


1. The sound-motion picture is especially useful for introduc- 
ing the human element. The viewer can see the people—observe 
their facial expressions, gestures and tone of voice. Hence, an 
understanding can be obtained of how the principals in the case 
feel and behave. This advantage is especially important for 
courses in human relations, personnel administration, labor re- 
lations, sales management and salesman-customer relations. 

2. By means of film, both situations and people come to life. 
Emotional involvement by the student is greater than it is with 
printed material. 
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3. Realism is added in another way, too. An incident unfolds 
and then it is gone. The student must make his analysis while the 
situation develops and frequently he must take action immediately 
—as one often must do in real life. It is one thing to ponder over 
data someone else has prepared and presented in writing and it is 
something else to react right on the spot as things are happening. 

4. The film throws the student more on his own resources. 
Hence, it is very useful in training him to become a better listener 
and observer. Experience has shown that the average individual 
is rather inept in these skills. He tends to note those visual or 
auditory clues familiar to him from his own experience and over- 
look others. 

5. The sound-motion picture makes it possible to communicate 
much more information than would be feasible by printed means. 

6. Films are a good change of pace from written cases. A 
varied menu arouses new interest in the classroom. 

7. Usually no advance preparation is required for filmed case 
discussions. This makes films especially valuable for Saturday 
classes—if you are still plagued by them as we are—and for use in 
management training programs conducted under conditions not 
conducive to intensive preparation of written cases. 

8. Cases on film appear to have an important potential in edu- 
cational television. Our audio-visual people have done consider- 
able experimenting with this medium. 


Now, how about the limitations of cases on film? There are 
several: 


1. One, of course, is cost of production. Looking ahead a few 
years, however, I would expect cost to be less of an obstacle. 
While production costs are not likely to go down, the demand for 
filmed cases will continue to increase and more acceptable films 
will become available through schools and probably through com- 
mercial publishers. The cost can be spread over a number of 
users through rental charges. 

2. A film must be done reasonably well or it can be awful. It 
is much worse to see and hear something that is bad than to read 
a poorly written case. So certain technical standards must be met 
and this requires competent personnel and suitable physical facili- 
ties. 

3. Filmed cases depend entirely on sound and picture—so it is 
essential that they be shown under conditions favorable for seeing 
and hearing. 

4. Films do not lend themselves to deliberate, intensive study 
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of details such as is required in an analysis of statistics or ina 
word-by-word analysis of an interview. These purposes can bet- 
ter be served by written cases. 

5. More time may be required for discussion of some filmed 
cases than for printed ones. One reason is that it may be neces- 
sary to take more time to assure common knowledge of all the 
‘‘facts’’ because of the varying deficiencies of students as observ- 
ers and listeners. The case material usually is presented only 
once, so it is possible for people to miss important points. This 
may lead to inhibitions and incorrect assumptions. This kind of 
thing happens regularly in real life, however, so whether it repre- 
sents a limitation of the filmed case depends on your classroom 
objectives. We have one labor relations film which unfolds in such 
a way that the students, as well as the principals in the film, as- 
sume that a foreman told a worker: ‘‘you’re fired!’ After the 
acceptance of this assumption has been well established, the film 
is re-run. This time the students see that the foreman did not in 
fact say ‘‘you’re fired,’’ and their attention is directed to why the 
mistaken assumption was made. 

6. One more point. Successful use of filmed cases requires 
skilled discussion leaders just as does the successful use of print- 
ed case materials. 

In summary, the sound-motion picture does have limitations, 
but at least some of them can be overcome. The advantages ap- 
pear to be so great that I expect cases on film will become a basic 
educational medium in the next decade. 

Now, for the filmed case you are about to see. It was prepared 
under the direction of Prof. John B. Matthews for our first year 
marketing course. As I mentioned earlier, it is experimental in 
that we have not tried anything exactly like this before. The film 
was designed to provoke discussion and thoughtful appraisal of a 
widespread retailing practice. You can decide for yourself how 
well it is likely to succeed. 


(SHOW FILM: ‘*THE JOE CARTER CASE’’) 


As you have seen, this film focused on the practice of bait ad- 
vertising of a bargain to get people into the store so that every ef- 
fort could be made to trade them up to merchandise of a higher 
price and a higher margin. 

In a discussion of the case, the student would be expected to 
clarify the issues involved for management. Among key questions 
likely to get major attention are these: Is this practice ethical? 
Is it ‘‘good business?’’ What happens to the sales people when they 
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indulge in such practices? Do they become worth while members 
of the business organization? In companies which promote from 
within, is training and experience in such practices consistent 
with developing competent and responsible personnel for higher 
positions? What is the effect of these sales practices on the 
store’s middle management people who must supervise the sales 
activities? What sales promotional policies and practices should 
be followed by a large retailer who wants to compete successfully 
for the mass market business? 

Time, of course, does not permit our getting into a discussion 
of the case. I shall close by saying simply that it was the hope 
and expectation of those who prepared the film that it would quick- 
ly provoke a lively discussion which would be marked by consid- 
erable emotional involvement by the students. 
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C. The In-Basket as a 


Training Instrument 


Dr. Paul S. Greenlaw* 


NE of the most promising approaches to management develop- 
ment which has come along in recent years is that of simula- 
tion. Unlike much traditional management education, which centers 
around lectures and discussion, simulation calls for actual per- 
formance of executive skills in a hypothetical work situation. 
Along with the myriad of currently popular ‘‘business games,”’’ 
which give executives a chance to simulate the making of operating 
decisions for a business over a period of years, another simula- 
tion tool—the In-Basket Problem—has also been gaining consider- 
able acceptance in executive development programs. 

The In-Basket Problem presents an executive with a hypothet- 
ical work situation in which he is required to take action on about 
a dozen letters, memos, and papers which he finds in his incoming 
mail. Modeled after an In-Basket Test, developed by the Educa- 
tional Testing Service at Princeton, under the direction of Dr. 
Norman O. Frederiksen, the In-Basket Problem has been used by 
a number of companies as one unit in various Management Devel- 
opment conferences. Today, I will describe my experience in 
using the problem as a unit in two-week conferences attended by 
groups of from twenty to thirty middle- and upper-level food re- 
tailing executives. In discussing this experience, I will cover two 
major points: (1) how the In-Basket may be used as a training 
instrument, and (2) of what value the In-Basket may serve in man- 
agement education. 

My approach to the In-Basket has been to set up the problem in 
four distinct phases. First, each executive in the conference 
group is given an hour and a half, working by himself, to take ac- 
tion on the memos, papers, and reports found in his In-Basket, and 
to note the reasons for each decision he has made. Second, the 
whole conference group is called back together and a half-hour is 
spent briefly reviewing (but not analyzing) these decisions, Third, 


*Dr. Paul S. Greenlaw, Director of Management Development, 
ber Company. 
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the participants are broken up into four or five discussion groups 
(or ‘‘buzz groups’’) and are given as an overnight assignment the 
task of further analyzing the In-Basket problem, and preparing 
team reports for presentation to the whole conference the follow- 
ing day. Fourth, comes a two-hour session where together with 
the presentation of these team reports, the problem is re-analyzed 
by the total group under the direction of a skilled conference lead- 
er. 

Before covering in detail the kinds of problems included in an 
In-Basket, I would like to describe the procedure followed in ori- 
enting executives to the In-Basket and the actions called for in 
Faase One—the individual decision-making simulation phase—of 
the problem. To begin with, each participant is given a package of 
materials containing (1) the batch of papers, memos, and reports, 
(2) written instructions as to what to do with the materials, (3) an 
organization chart of the company in which he is to function in 
handling the materials, and (4) necessary supplies with which to 
work (such as memo pads, paper clips, and pencils). After any 
questions have been answered, the participants are separated as 
much as physical facilities will permit, and are given one hour to 
work alone in deciding how to handle the materials. To give you a 
clearer picture of just what is expected of the participants in this 
hour, here are the instructions which each man is given: 


For one hour you will work as an individual on some 
problems of the type that are normally dealt with by ex- 
excutives in any large organization. 


For the next hour, you will work as if you were Harold 
Smith, Factory Manager of the Dayton Rubber Company’s 
Newton Plant. You will have just arrived in this job, hav- 
ing come from Dayton, where until today you were Fac- 
tory Manager of the Dayton Plant. Your predecessor, 
Fred Johnson, left last week for Dundee, Scotland, ona 
special assignment. You were just recently notified of 
your new assignment, and have not had much time to be- 
come familiar with the job. 


Today is dune 18, 1959. It is now 10:00 A. M. You have 
just come into your office and must leave promptly in 
ONE HOUR to catch a plane for an important meeting in 
California. You will not be back until June 22. Miss 
Helen, your secretary, is out sick today but will be back 
tomorrow. 
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The materials which you will be given you have just found 
in your In-basket. 


You are to go through these materials and take any action 
you wish on each item. Every action you take must be 
WRITTEN DOWN. You may draft or write out letters 
where appropriate, make notes to yourself, or write out 
any plans or agenda for meetings or conferences that you 
would like to call. You may write directly on the pieces 
of correspondence in your In-Basket, or you may attach 
notes with the paper clips provided. 


You will not be able to take any of the materials with you 
on your trip. Nor will you be able to call on anyone else 
in this conference for assistance. You are to use your 
own experience as the basis for your actions in assuming 
the role of Harold Smith. Please try to put yourself in 
Smith’s role for an hour. WHEN SIGNING ALL CORRE- 
SPONDENCE, USE SMITH’S NAME AND NOT YOUROWN. 


At the end of an hour, you will receive further instruc- 
tions, 


You will note that today’s date and time are given in the in- 
structions. This is always done in presenting the In-Basket to add 
realism to the problem, and to make it easier for the participants 
to put themselves in the role they are being asked to play. You 
will also note that the job situation presented here is in an indus- 
trial setting—in the Newtown Plant of The Dayton Rubber Company 
(which, by the way, is a purely mythical plant). Whenever I have 
used the In-Basket with retailing executives, the problem has al- 
ways been centered in an industrial rather than in a retailing situ- 
ation in order to provide a broadening experience for the men out- 
side of their own field. If, on the other hand, the objective of the 
training had been to provide a greater depth of thinking for retail- 
ing executives in their own area, a retailing In-Basket would have 
been preferable. 

After the hour of decision-making simulation has been com- 
pleted, each participant is given an analysis sheet on which he has 
30 minutes to list each action taken together with his reasons, 
Completion of this form brings us to the end of Phase One of the 
In-Basket Problem. 

Before going on to describe the three remaining phases I would 
like to give you some idea of just what kinds of problems poor hur- 
ried Mr. Smith, new on his job, with a plane to catch in one hour, 
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and with his capable and efficient secretary, Miss Helen, out sick, 
finds in his In-Basket. 

Smith’s correspondence is directed to him from many sources 
—his boss, his predecessor, his secretary, the production man- 
ager, the Employee Relations and Accounting Departments, and 
from outside the company. Some items provide Smith with infor- 
mation; others request information from him. Some call for de- 
cisions to be made, others for his ideas and recommendations. 
Maintenance problems, budget estimates, delays in deliveries, a 
United States Government Savings Bond Campaign, rumors that a 
General Foreman in the plant is dissatisfied and planning to leave 
the Company—all confront Smith in his first hour on the new job. 
Some of the problems are rather simple and the decisions which 
have to be made on them do not have any bearing on other prob- 
lems in the In-Basket. For example, one item is simply a memo 
from Smith’s secretary, Helen, informing him of his boss’s birth- 
day. On the other hand, some of the items are directly related to 
others in the In-Basket, and a number of organizational relation- 
ships may become involved in their disposition. For example, a 
memo from the Financial Vice-President which has been forward- 
ed to Smith from his boss, reminding him that all budget estimates 
must soon be ready for review, must be related to a plea from the 
Accounting Department to speed up action on departmental budget 
reports. 

Because of the many problems which the In-Basket calls on the 
participant to handle in a short period of time, Phase One of the 
problem is sometimes difficult for even the most seasoned execu- 
tives, and participants often express feelings of having been under 
considerable pressure at this point. Phase Two of the problem, 
which is a short half-hour session where the decision alternatives 
are briefly reviewed by the whole group, presents few pressures 
to the participants and provides a change of pace. In Phase Two, 
the conference leader simply runs down the In-Basket items, one 
by one, and asks the group to indicate two or three of the ways in 
which they handled the problems in Phase One. No attempt at 
analysis is made here at all. What is done is to illustrate to the 
participants that there are usually many ways to handle any ad- 
ministrative problem, that they may have overlooked some possi- 
bilities when they made their individual decisions, and that here 
are some additional approaches that they might want to consider. 

After the review of decision alternatives, each participant is 
assigned to one of four or five discussion groups, and the groups 
are asked to meet that evening to re-analyze the In-Basket mate- 
rials and prepare a team report for presentation the following day. 
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Each team is instructed to pick one of its members as a ‘‘team 
reporter’’ to present about a five-minute report. Only general in- 
structions are given the teams as to how to approach the In-Basket 
analysis and report. About the only point that is emphasized is 
that they should not look at the twelve items in the In-Basket as 
unrelated and simply cover them one by one in their reports, but 
rather should attempt to tie the items together as much as possi- 
ble, and develop some sort of conceptual framework as a basis for 
analyzing the In-Basket situation in toto. 

The handling of Phase Four, the two hour group analysis ses- 
sion, is, in my mind, extremely important in contributing to the 
success of the In-Basket. Here, as in discussions of case-study 
problems, it is only too easy for the group to wander off on tan- 
gents, to spend a disproportionate amount of time on picayune de- 
tails, or to fail to dig beneath the superficial aspects of the prob- 
lem. Because of these dangers, the role of the discussion leader 
here is extremely important. The discussion leader should not 
only be highly skilled in group discussion work and be thoroughly 
familiar with the In-Basket Problem himself—he must also be 
versed in the theory and practice of organization and management, 
human relations, group dynamics, communications, decision-mak- 
ing, etc. The reason I am saying this is because the In-Basket 
Problem often raises a whole host of issues, both theoretical and 
practical, in all of these management areas. 

As far as the extent to which the group leader should be direc- 
tive in handling the group analysis, I do not believe that he should 
come into the session with one fixed plan or approach which he at- 
tempts to force on the group. On the other hand, the discussion 
will tend to break down if he employs a highly non-directive ap- 
proach and permits the group to talk about whatever it wants to 
talk about. Ideally, the discussion leader would probably come in 
to the session with a number of critical issues in mind that he 
would like to see the group discuss, and would raise these issues 
(if the group fails to do so itself) as the discussion progresses. In 
addition, the discussion leader probably should devote five or ten 
minutes at the end of the discussion in summarizing and tying to- 
gether the points which have been analyzed. The reason for this is 
that the In-Basket often raises so many widely-varied management 
issues that without some kind of synthesis, the participants may go 
away feeling somewhat up in the air. 

Next, let us take a closer look at some of these issues. Basi- 
cally, the In-Basket requires executives to make decisions and 
take actions on a number of management problems, so first of 
all, the problem calls for an analysis of the processes of 
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decision-making. The In-Basket items provide a wealth of mate- 
rial to raise such questions as: What information is needed to 
make a decision? How does an executive go about getting this in- 
formation? Of what importance is time and timing in decision- 
making? How does an executive determine priorities in taking 
action? 

Also involved is the problem of where and by whom in an or- 
ganization various decisions should be made, and the ever-present 
question of delegation. What decisions should Smith (or any execu- 
tive) delegate? To what extent should an executive rely on his 
men to make decisions? Under what conditions can decision-mak- 
ing not be delegated? 

A second area for analysis provided by the In-Basket is that of 
principles of organization and management. How does the rela- 
tionship between line and staff show up in the In-Basket? What 
channels of communication, both formal and informal, existed for 
Smith, and how could they be most fully utilized? And what action 
should be taken when the chain of command is broken in an organ- 
ization? Smith finds, for example, a request for appropriations 
from a Maintenance Supervisor two levels down in the organization 
structure who has gone around his boss, the Industrial Engineer, 
directly to him. What action does this call for? What alternatives 
are available and what are the implications of each alternative? 

A third point of departure from the In-Basket materials is in 
the area of leadership patterns and interpersonal relationships. 
What type of leadership approaches appeared in the way the par- 
ticipants handled the In-Basket materials—authoritarian? demo- 
cratic? laissez-faire? To what extent did the actions taken by the 
individual participants or recommended by the teams involve auto- 
cratic order-giving, or overt displays of authority? What feelings 
and emotions were involved in the actions taken? How may 
Smith’s colleagues have felt about the tone and manner of his com- 
munications with them? What general overall reaction did the par- 
ticipants (acting as Smith) create as a new man in the organization? 
Leadership patterns and approaches to interpersonal relationships 
taken in handling the In-Basket will often vary considerably within 
a group, and rich material for raising such questions as these is 
usually available. 

How is the In-Basket to be evaluated as a management training 
tool? In my mind there are five major merits of this instrument. 
First, the In-Basket as a simulation tool goes beyond simple tell- 
ing and discussion and provides executives with an opportunity to 
actually perform executive skills in a realistic laboratory situa- 
tion. As a result a very high degree of ego-involvement is 
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experienced by almost everyone who participates in the problem, 
and the learning which takes place tends to be fairly enduring. 

Second, the In-Basket provides an opportunity for both individ- 
ual decision-simulation and group problem-solving, and ties the 
two together quite nicely. My own feeling is that in management 
training, we have often placed too much emphasis on team prob- 
lem solving, group discussion, and group projects, often neglecting 
individual executive performance, which, after all, still is central 
in most executive situations. 

Third, the In-Basket provides executives with an excellent op- 
portunity to receive FEEDBACK from others as to the appropriate- 
ness of their decision-making approach. Unlike most case prob- 
lems, where situations and actions faced by others are analyzed, 
here the participants have their own decisions analyzed, dissected, 
added to, modified, rejected and accepted by other members of the 
group. When the buzz group convenes with a task of coming up 
with a group report on the materials, you have five or six execu- 
tives, each of whom has already committed himself on actions to 
be taken, faced with many conflicting approaches, a desire to sell 
each other.on their own decisions, and a need to compromise di- 
verging opinions into a group proposal. 

Fourth, the In-Basket provides material relating not to just 
one problem or group of problems, but material covering a wide 
variety of problems which are faced by almost every executive no 
matter what position he holds or what company he is with. The 
items in the In-Basket are specific, yet they easily lead to analy- 
sis of all sorts of principles, ideas, and issues relating to deci- 
sion-making processes, organization principles, leadership pat- 
terns, etc. 

Fifth, an In-Basket is very simple to develop and highly flexible 
in the way it can be used. Unlike business games, which often re- 
quire months or even years to develop, or case studies, which also 
may require considerable research, and preparation, an In-Basket 
can be worked up in a few hours. New items can be added with 
little difficulty, present items can be modified or dropped. In ad- 
dition, the items can be geared toward production problems, retail 
sales problems, distribution problems, or almost any area that the 
trainer chooses. 

Along with its merits, there are a few cautions which should be 
considered before using an In-Basket. First, because the problem 
is basically a difficult one (particularly under the time pressures 
generated in Phase One), I am afriad that the tool might not prove 
too productive unless the group of participants was fairly sophis- 
ticated and experienced in management know-how. I wouldhesitate 
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to use the problem, for example, with a group of first-line super- 
visors who had had no previous experience in management devel- 
opment conferences. Second, as mentioned previously, the In- 
Basket can fall very flat unless the discussion leader is highly 
competent and skilled. Third, although some trainers do omit the 
overnight team reporting and handle the In-Basket in one three- or 
four-hour session, I do not believe that the tool is nearly as effec- 
tive when employed in this manner. If the materials are to ‘‘sink 
in’’ sufficiently for the participants to be able to come up with 
some real penetrating analysis, I think that the problem should be 
spread out over two days. Fourth, as with any management de- 
velopment tool, one must not expect too much of the In-Basket. 
Having never used the In-Basket entirely by itself, but always as 
one unit along with many other approaches in two-week programs, 
it is difficult for me to evaluate the impact of the tool. Further- 
more, to my knowledge, there is no evidence yet available to show 
that participation in an In-Basket will produce behavioral change, 
nor is it easy to define precisely just what the In-Basket does 
teach. On the other hand, almost every executive that I have known 
who has participated in the In-Basket has enjoyed the experience 
immensely and has FELT that he has definitely gained something 
from the experience. 

In summary, I believe that the In-Basket Problem provides a 
real contribution to our repertoire of teaching instruments, and 
that used along with other approaches such as case studies and 
business games, it can help us develop executive insight in many 
ways. 
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IS INSURANCE MARKETING DUE 
FOR A REVOLUTION? 


C. B. Kenney* 


ROGRESS must not be confused with revolution. For instance, 

the general increase in income levels, has provided more 
money for insurance. The tremendous growth in the volume of 
Accident and Sickness, particularly in hospitalization and medical 
expense, is not a revolution. Let us say it is a startling develop- 
ment. 

Properly speaking, a revolution is a fundamental change in 
organization or method, and ordinarily we think of it as accom- 
plished through a contest, generally accompanied by violence, and 
with leaders of the old order losing their power. 

Revolutions, Communists or Latin American style, are often 
quick, ten day affairs. Out with the old, and in with the new— 
completely—thorougkly. Revolutions, American Business Style, 
take a little longer and sometimes are so gradual that many 
people fail to perceive the essential revolutionary character. 
Additionally, at the time of any revolution there are complex 
forces and currents at work, many of which have no particular 
bearing on the revolution, they just happen to be in being at that 
time. But they do obscure the real causes and course of the revo- 
lution. 


The Revolution is in Progress 


Most people are unaware that for the past thirty odd years, a 
revolution in insurance marketing has been in progress. They 
recognize that there has been a change in the grocery store, but 
think that insurance is still in the good old days. 

As background it is necessary to realize that there were two 
completely different organizations selling insurance—one for life 
insurance and one for fire and related insurance. Life insurance 


*C. B. Kenney, Senior Vice President, Allstate Insurance Company. 
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was distributed through agents who substantially were full time 
employes, whose sole function was to secure the application and a 
down payment on the premium. All clerical work and other 
processing was centralized in the home office. 

Fire and Casualty insurance, on the other hand, was distributed 
by a vast number of independent merchants, who took orders for 
given amounts of given types of coverage, and then filled each 
order with whatever brand the merchant was currently selling. 
These merchant agents prepared the actual policies, collected all 
of the premiums, and generally handled much of the detail. This 
decentralization of what would be called production costs ina 
manufacturing company, was naturally less efficient—in terms of 
dollars at least—than had those companies operated as the life 
companies did. 

In fire and casualty insurance, the basic motivation to buy is 
self interest, i.e., protection of your worldly goods, the fruit of 
your labor and your savings. Life insurance is quite another 
matter. Here the basic motivation is ona far higher plane. You 
deny yourself steaks, silken sheets, pleasures—to insure that 
your children will not wander the streets while mother ekes out an 
existence scrubbing floors—should anything happen to you. 

Certainly the fire agents solicited business, cultivated friends 
and wooed influence, made themselves available, sometimes they 
told people about new forms of insurance. But always the basic 
appeal was to cupidity, and it doesn’t take much salesmanship to 
persuade any of you to insure your home against loss by fire. 

Contrasting, the life agent was an evangelist with a religion to 
instill in the hearts of man. Seldom did anyone come to him for 
insurance, he sought people out and sold them. If you reflect on 
this, I think you will agree that such salesmen require more 
care in selection, training and supervision which is another reason 
why life insurance never got far away from the essentially em- 
ploye type agent who sells one company’s product only. In insur- 
ance we call this direct writing. It’s detractors call it the ‘‘cap- 
tive agent’’ plan. 


The Impact of the Automobile 


Insurance on automobiles was naturally developed, as a side- 
line, a minor coverage, by the fire and casualty companies, with 
the emphasis all upon protection against damage to or destruction 
of the automobile. The fire and casualty selling organization was 
not suited to exploit this new line. Their customers were largely 
the middle and upper classes, people who had property to insure 
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and because of these property interests tended to buy automobile 
insurance just as they bought other lines. 

But Henry Ford brought the automobile to the lower classes, 
a class where insurance, and particularly liability insurance, had 
to be sold. 


Rise of the Direct Writers 


As I said, the fire and casualty selling organization was not 
geared for the type of selling required by this new line. Economic 
history repeatedly demonstrates that in such situations the solution 
is a new method. In this case it was the rise of the direct writer— 
the captive agent plan—the life insurance type of organization. 
We had long had some direct writers in the fire and casualty 
field but they were mutual companies, and they had a special 
brand of religion—the mutual idea—to sell. They had no experi- 
ence in selling insurance as insurance, only in getting their brand 
accepted in lieu of some stock company policy. 

[he new direct writers had several advantages. They were 
Specialty companies, turning out just one product, auto insurance. 
Most of them had sponsors or connections, such as motor clubs, 
farm cooperatives, or in our case, a nationally known retail store 
chain. Their overhead costs were substantially lower. Their 
agents were selected and trained in this one line only, and were 
taught to sell and to seek out prospects in all walks of life. 

And their customers had lower loss costs. This was largely 
because the agents did seek out and sell a lot of people who had 
had no accidents and didn’t feel any real need for protection. The 
bulk of the high risk class—the long mileage salesman, the well- 
to-do, the fellow with an accident record, had already sought out 
an old line agent and bought a policy. Lower losses also resulted 
from the fact that the agents of the old line companies, being in- 
dependent merchants, and able to switch large blocks of business 
from one company to another, often forced a company to accept 
individually unacceptable policies in order to keep the bulk of the 
business. The direct writer agents, being emploves, could not do 
this. 

The combination of lower overhead and lower losses enabled 
the direct writers to sell at substantially lower rates than the old 
line companies charged. Inevitably this attracted more and more 
customers. The net result has been for a handful of direct writers 
to acquire close to one-half or more of the private passenger 
automobile business. The shift of the business to the direct writ- 
ers is continuing at a rapid rate. 
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For thirty years, the old line agents, and their companies 
watched their market disappearing, but did little except moan. At 
long last they have decided that ‘‘if you can’t beat ‘em, jine ‘em’’ 
or at least “‘imitate ‘em.’’ Gradually, company by company, 
clerical operations are being centralized in company offices, 
selection standards for both agents and policyholders are being 
enforced, and the agent’s rate of commission reduced. It is my 
personal opinion that we are not far from a balance between the 
two systems, although there are some who think the eventual re- 
sult will be the almost complete disappearance of the so-called 
independent agent in the sale of personalinsurance. It is inevitable 
that paper work will be done in large automated centers, and the 
agent will become a salesman, rather strictly selected, trained 
and supervised. 

And I should add that the consumer—you as individuals—are 
already profiting. In many a state the premium that would have 
been $100.00 a year ago is now only $92.00. This does not mean 
an actual dollar reduction in your cost, but it does mean that in- 
creases due to inflation and increased claims are much less than 
they otherwise would have been, 


Automation 


And now I want to cover, rather briefly, some of the drastic 
changes going on in insurance. Concepts from other fields are 
being introduced into and forced upon a moss-covered, tradition 
hoary business. Some people say it is not revolution, but pure 
anarchy. These changes fall generally under the headings of 
automation, packaging, and multiple line. 

Automation, especially electronic equipment, thrives on cen- 
tralization—large volume, repetitive work. This naturally gives 
more impetus to the drive of the old line fire and casualty com- 
panies to convert their independent merchant agents to the con- 
trolled salesman status. It is astounding the degree to which 
insurance—that is the mass lines—automobile, fire, life, accident 
and sickness—can be mechanized so that electronic computers 
calculate the rates, type the policies, handle the collections, and 
provide statistics. Incidentally, you might expect this would re- 
duce our manpower needs. Instead it finances expanded service, 
more research, and additional statistical reports and analyses. 


Package Policies 


Packaging is a loose term used to include several allied de- 
velopments. Until just a few years ago the well insured man had 


| 
| 


464 MARKETING KEYS TO PROFITS IN THE 1960’s 


two automobile policies, one for liability and one for damage to 
the car. Perhaps there was only one sheet of paper, but two in- 
surance companies were involved and there were two policies and 
two overheads. Then he had a separate policy for liability cover- 
age on his home, one for sports activities, and he had a regular 
fire policy, with endorsements perhaps for windstorm or earth- 
quake. Additionally he needed a burglary policy, perhaps one for 
plate glass. Today he can get all this—and more—in just two 
policies, an Automobile and a Homeowners. 

In life insurance, the Family Policy is a package which elimi- 
nates separate policies for father, for mother, and for each child. 
Everyone in the family is automatically covered—children from 
shortly after birth to age 21 (sometimes to 25) without notice to 
the company or additional premium. 

Now the interesting thing about this development is that most 
of the pressure for packaging comes, not from the public, but 
from the industry. Almost no one reads insurance policies, fewer 
understand them. There has always been public demand for 
simple language but these new package policies compare with 
those of 1929 about the same as the underhood contraptions on a 
709 Lincoln compare with a Model T Ford, or a 5 cycle automatic 
washing machine with a hand powered rotary of 40 years ago. Far 
from being more understandable, many of these new package 
policies are veritable mazes, not because the individual sentences 
are confusing or unclear, but because of the multiplicity thereof. 

But package policies have very practical purposes and results. 
In the first place they increase the unit sale. This serves to re- 
duce the overhead expense on each line, since production costs of 
all kinds can be spread over the various coverages. 

Secondly, and very importantly, they boost the agent’s income 
without a proportionate expenditure of selling effort. 

Thirdly, they help in the fierce competitive battle. When an 
agent sells you a Homeowner policy he destroys the opportunity 
for another agent getting his foot in your door with a burglary or a 
personal liability policy. 

In life insurance, where real selling has always been needed, 
no two companies ever had identical policies or rates. Every 
agent had some special talking point. It is important to recognize 
that it isn’t necessary that the buyer wants or understands these 
special differences. The real necessity is for something to instill 
in the salesman a belief in the superiority and unique character of 
his brand, something to which he can point with pride. 

Closely related to pure packaging of related forms of insur- 
ance is the competition in coverage. Exclusions have been 
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removed and protection broadened, even to include many things 
previously held to be completely uninsurable. This also has had 
the underlying philosophy of getting a bigger premium per policy 
and providing an incentive to the sales force. 


Premium Payment Plans 


The bigger premium per policy, especially as it was made still 
bigger by inflation, was not an unmixed blessing. Hence, it is not 
surprising that installment financing has made its beginning in 
insurance, not only for individual policy premiums (some of which 
run into the hundreds of dollars) but collectively for all policies 
you hold in one company, including its subordinates and affiliates. 
It is reasonable to prophesy the extension of the automatic check 
plan now available from some life companies, whereby the com- 
pany will prepare and present to your bank each month, a check 
drawn on your account, for the agreed portion of the annual pre- 
miums then due. 


Multiple Lines 


The third great evolution taking place is the Multiple Line 
movement. This has some of the same background as does the 
idea of the package policy and broader coverage. There have long 
been some truly multiple line organizations, notably Travelers 
and Aetna. Some of the direct writers had all lines available but 
generally speaking, they neglected these lines in order to take care 
of the booming automobile market. 

The specialty automobile insurance companies which operated 
through the independent merchant-agent plan soon found that their 
inability to take care of the agent’s needs in other lines was a 
distinct handicap. Very early they branched out into general 
casualty lines and then into fire insurance. 

The movement was greatly accelerated by the so-called finan- 
cial responsibility laws. These laws take away your driving li- 
cense and your automobile license if you have an accident and are 
uninsured. This is a slight overstatement, but practically speak- 
ing, that is the effect. Formerly we sold fear—fear of losing your 
home, your savings, your paycheck, and percentage wise only 
about one-third of the people responded. 

But after FR (and I did not say FDR) all we had to do was to 
explain how you might lose—forever perhaps—your right to drive 
a car. This was potent for the landless, the poor, the unemployed 
even. Tens of millions swarmed to buy insurance. The effect was 
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to substantially eliminate the uninsured market and thus to curtail 
the market for additional gross sales to the overall growth of the 
car population of the country. This set the stage for exactly the 
same development as in other industries. When chain grocery 
stores had pretty well blanketed the market, growth slowed. The 
result was the addition of other lines—drugs, toiletries, hardware, 
even soft goods. Or take the case of the paper board manufacturer 
who merges with a glassware factory. 

In the insurance fields the economic pressures were identical: 
to boost faltering gross sales, to maintain the agent’s income 
level, and to improve the profit prospects. Time does not permit 
explanation of this last point, profit prospects. Suffice it to say 
that competition and state regulation have steadily and very ef- 
fectively squeezed the profit margin in the automobile insurance 
field. In fact the industry has operated at a huge loss for the past 
three years. 

Perhaps the most dramatic part of this particular evolution is 
the movement of some fire and casualty companies into life insur- 
ance. This is presently a one-way street as the life companies 
cannot own or operate fire or casualty companies. But it is safe 
to predict that this legal barrier will, and should, be removed al- 
though it may take several years. 

This poses some unanswered questions as to the impact on the 
distribution system. Can the fire and casualty agents be motivated 
to sell life insurance? Conversely, can the life agency force take 
over a substantial part of the fire and casualty business? What 
is the destiny of the small specialty company in any particular 
line of insurance? Will multiple line philosophy tend to more or 
less ‘‘freeze’’ the business? 


Variable Annuity 


In conclusion I want to just mention that over the horizon looms 
an even more dramatic and more important development. This is 
the so-called Variable Annuity. As briefly as possible, and there- 
fore at the sacrifice of complete accuracy, this is a combination 
of an investment program in equities with one in fixed dollar 
obligation. In ordinary life insurance the company guarantees 
a certain number of dollars and guides its investmenis almost 
entirely into fixed dollar obligations—bonds and mortgages. The 
variable annuity is practically a mutual fund invested in equities 
and the death benefit or the income after retirement, will depend 
upon the market value and dividend income of the fund portfolio. 
It is an inflation hedge, and a potentially tremendous competitor 
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of mutual funds, trust operations of banks, and company oper- 
ated pension plans. In essence it is just another package policy. 
Its impact on the marketing organization can not be guessed as 
yet. 
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MARKETING OF BANKING SERVICES 


Harold L. Jenkins* 


(A LD bankers never die! They just lose interest.’’ .. .Anon, 
This is descriptive of most of the bankers of yesterday and 
I’m sure it also applies to many of today, but it most assuredly 
will be passé in the 1960’s. That is, if the banking industry expects 
to maintain and increase its status in the financial field; and, I am 
confident it will! As a result, thedaysof the ‘‘ivory tower’’ banker 
are gone and where he may still exist has days are numbered. 
Why do I say this? First and foremost, the industry has come 
to recognize many of its deficiencies and is trying to remedy at 
least some of the most obvious ones. However, the public is not 
fully aware of the changes that have taken place in the industry 
during the past decade. 


Bankers Are Human 


Many persons look at today’s banker through the eyes of their 
grandparents. It has been said many times that we are the product 
of the books we read and the people we know, and the television we 
watch. Our experiences with people tell us many things and it’s a 
most difficult task to dislodge distasteful experiences once they 
have occurred. Perhaps that has been your experience with your 
banker; or, perhaps the opposite is true. Not so very long ago a 
banking motivation study was completed by one of the top research 
firms in the country. This particular study was made after sev- 
eral years of work on de-icing the public’s opinion of banks and 
banking. You might compare your present and/or past ideas with 
some of their findings. The results indicated quite clearly that 
the “‘historical stereotypes’’ still characterize the bank and banker 
in the mind of the public. 

The banker when compared to other professional and service 
people is regarded as the most Honest, Richest, Oldest, most 
Formal, most Difficult to Know, and Difficult to Deal with. 


*Harold L. Jenkins, Vice President and Director of Research, Trades National 
Banks, Kansas City, Mo. 
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Thus, the collective portrait of the banker is that of a man who 
is Austere, Respected, Conservative, Competent and Distant. The 
public feels little emotional rapport with him. It might also be 
said that similar comments have been made concerning many other 
industries in the past. However, they have taken steps to correct 
the situation and the banking industry admittedly has been slow to 
take the necessary corrective steps. Obviously, a concentrated 
educational program is required at both levels—bank and public. 


Bank Corporate Image 


The public sees the bank’s character as similar to that of the 
banker—conservative, reliable, honest and rather ‘‘cool.’’ As one 
respondent put it, ‘“You know, some banks you walk into, you have 
to tip-toe and speak softly like in a public library.’’ Basically, 
you can now speak up in a public library as well as a bank. Most 
bank buildings have been modernized and the ‘‘cool’’ atmosphere 
has transferred from the people to air-conditioning. 

The ‘‘humanization’’ of corporate personnel is a long and 
somewhat arduous task, but at least the problem is recognized and 
most banks are attempting to do something about it. The problem 
of the bank’s physical appearance is another area in which cor- 
rective measures can be taken more readily and since the end of 
World War II most banks have modernized with an eye to softening 
the atmosphere for the customer. 


Bank Competition 


The second basic development toward the replacement of the 
man in the “ivory tower’’ is competition. Not so many years ago 
it was considered unethical to solicit the customer of another bank. 
Most bankers were absolutely afraid to contact another bank’s 
customer for fear of the ‘‘competitive bank’s’’ reprisal. Any bank 
that condoned such unethical methods was considered an outcast 
even though that bank grew by leaps and bounds. Aggressiveness 
was not a valued descriptive word of the time. The customers 
were expected to seek out the bank and very little merchandising 
of services was practiced or condoned. This is not the case today, 
and competition is expected to continue to increase throughout the 
coming decade and breed better and more extensive services. 


Marketing of Today’s Services 


A bank’s basic product is service and the degree of success 
achieved in marketing these services is the yardstick used to 
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measure the success of an individual bank. At last count there 
were over 14,000 banks in the United States, and the composition 
of this number ranges in size from the very small rural bank to 
the multi-billion dollar corporations. They are all selling the 
same basic product—service. The major variance, of course, lies 
in the product line and the geographic distribution of the line. The 
small rural bank may offer only the most basic of services, while 
the multi-billion dollar corporation has the ability, if it so de- 
sired, to extend every service imaginable. Just as a quick review, 
here are thebasic services offered by most banks today: 1. Check- 
ing accounts, 2. Savings accounts, 3. Loans, and 4. Safe Deposit. 

These four are basic. Deposits are required before loans can 
be made and are, of course, obtained through the customers use of 
checking and savings accounts. From these basic services a bank 
may extend its product line, depending on customer requirements 
and management’s desires, to include the following areas: 


Various types of checking accounts, including regular 
and special. 
Night depository. 
Bank-by-mail service. 
Regular savings accounts, plus special purpose sav- 
ings, including Christmas Club, Travel Club, Vaca- 
tion, etc. 
Collections. 
Exchange. 
Travelers checks and money orders. 
Safe deposit and safe keeping. 
Commercial loans. 
10. Real estate loans of all types. 
11. Consumer loans, including personal and merchandise. 
12. Trust and Estate service. 
13. Bond department. 
14. Correspondent bank services. 
15. Foreign department. 
16. Motor banking and parking garage. 


The above are not all inclusive for there are many special 
services a bank may offer, including financial consultation, which 
are available for customers use. The larger banks may also spe- 
cialize by specific industries, offering the services of individuals 
who are specialists in specific industry. In states where branch 
banking is permitted, branches are located at strategic points of- 
fering limited services to permit more convenient banking for 
individual customers. 
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The industry as a whole has not done an aggressive job of mar- 
keting its basic product. True, total bank assets have grown, but 
not at the rate they should or could. For example, there remains 
a large number of potential customers who do not have checking 
accounts. In fact, two out of three persons do not pay their bills 
by check. A still larger number do not use their checking account 
to full advantage. Total bank assets from December 31, 1950 
through December 31, 1958 gained only 9.5 per cent while Gross 
National Product registered a 53.8 per cent increase for the same 
period. On the other hand, competitive financial institutions have 
grown at a much faster rate and have served notice that competi- 
tion is here to stay and will intensify. 

As previously mentioned it wasn’t too long ago that banks were 
reluctant to solicit new business. It was a waiting game, and the 
banks waited too long. Now, it is requiring and will continue to 
require an aggressive selling program to convince the consumer 
that a bank is more than just a cold, steel depository for their 
funds. Most banks know very little about their market and its po- 
tential. They have been following the traditional method of mar- 
keting their product, using ‘the ‘‘friendly’’ approach to the corpo- 
rate image with no more planning than to select a ‘‘friendly’’ 
advertising program, 

We are all aware that the total marketing concept embraces all 
facets of a company’s facilities—production, sales advertising, 
research, product development, finance and personnel--all direc- 
ted toward the ultimate objective of earning an equitable profit 
while serving humanity at the same time. The banking industry 
has been exposed for many years to its customers’ methods and 
techniques of marketing products, but it was generally considered 
undignified to market the bank’s product in the same manner. 
This attitude is gradually changing and banks are adapting many of 
these marketing techniques to their own circumstance. 


Bank Services in the 1960’s 


Until now, I have purposely neglected to mention my own bank’s 
concept of banking service—a new concept based on research. It 
was not mentioned as a customer service owing to the fact that we 
are pioneering a new service area which I feel will become widely 
accepted as an integral part of banking’s service program in the 
1960’s. However, it would be derelict of duty not to discuss it 
briefly with you at this time. Traders offers a free marketing re- 
search and long-range planning service to its commercial 
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customers, The decision to establish a formal research depart- 
ment originated from a search into ways and means of improving 
the bank’s internal operation and proposed developmental plans. 
Realizing that many customers needed the advantages of a re- 
search team, but could not economically assume the addition of 
such a department, Traders National decided to make this service 
available to all customers. This special service places an aggre- 
gate of ability, experience and special information, not of only the 
research department, but of the entire bank at the customer’s dis- 
posal. We realize that anything we can do to help our customers 
grow in a planned, orderly fashion means better business for both 
of us. The department’s service is also utilized, of course, by the 
bank for its continuous and special research projects. One might 
conclude that the success of this concept of banking service at 
Traders is evidenced by my being here today. 

There will be considerable refinement, improvement and ex- 
pansion of bank services to meet the demand of the ‘‘roaring, 
soaring’’ sixties. In my opinion, the changes and expansions will 
reflect themselves in two general categories: (1) Marketing of 
current and future services; and, (2) Refinement of current serv- 
ices and development of new ones to meet customer demand. 

Here is a listing of the specific points under each category 
which I feel the industry will give special attention: 


Marketing of Services: 


1. Increased utilization and application of marketing re- 
search to discover more about the market, its char- 
acteristics, needs and desires, 

2. Greater emphasis on long and short-range planning for 
facilities, equipment and personnel, including profit 
planning. 

. Widespread use of electronic data processing equip- 
ment for faster, more efficient customer service. 

. Improved selling techniques, public relations and cor- 
porate image. 


Refinement of Current and Development of New Services: 


1. Increased use of marketing and planning research 
services for commercial customers. 
Use of bank electronic data processing equipment for 
added correspondent bank services and commercial 
customer use for payrolls, statistical analyses and 
special projects. 


MARKETING OF BANKING SERVICES 


Further expansion of one-stop banking service—check- 
ing and savings. 

Expansion of banking services to in-plant facilities 
where state laws will permit. 

Longer public banking hours. 

Expanded use of credit plans for individual customers. 


Now, to elaborate a little on the aforementioned areas of ex- 
pansion in the sixties. The marketing problems are numerous, 
Several banks have been exposed to a little of what marketing re- 
search can do for them, and those who have experienced it come 
back for more. Collectively, bankers do not understand marketing 
research, and it has been poorly presented to many of them. This 
reverses a challenge to the A, M. A. research membership to do a 
better selling job to banks. In the past, banks have grown in spite 
of themselves. The future dictates that a better knowledge of the 
market is vital to the continued growth of the industry. The cus- 
tomers’ characteristics, needs and desires from a service and 
credit standpoint should be obtained through the use of marketing 
research techniques. The challenge is here for the banking indus- 
try and is equally significant for the members of the research 
field. It is interesting to note that the Public Relations Council of 
the American Bankers Association recognizes the industry’s in- 
terest in this area. They recently announced that a research 
project is underway to develop a program of self-administered 
marketing research for country banks. 

Recently, I had the privilege of attending a seminar in New 
York on long-range planning for commercial banks. It was grati- 
fying to see the interest which has developed in this area at the 
bank level. Many participants were large banks, but there were 
several considerably smaller than Traders. Like most busy exec- 
utives, top management of banks is too busy with the urgent to 
take care of the important—long and short-range planning. The 
tremendous growth potential of the 1960’s clearly indicates that 
the banking industry (and individual banks) had better start their 
planning now. Plant facilities have been given top priority in the 
past, but with little regard for planning for future growth and ex- 
pansion. As a result, many banks have quickly outgrown a sizable 
investment. The swing to automation requires careful planning on 
the part of bank management owing to the customer impact as well 
as total investment costs. Of equal importance is the require- 
ment of trained personnel to deliver the service demanded by the 
customers of 1960. Long-range planning necessitates good relia- 
ble economic forecasts as a base; and, there are many good serv- 
ices available. 
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Electronic data processing machinery will give the banks an 
opportunity to speed its service of checking accounts as well as 
other departmental work—all adding to better and faster service 
for customers. The use of this equipment on a full or partially 
automated basis will become universal in the banking industry 
during the next decade. The check volume is anticipated to almost 
double by 1970, so plans had better be made now! 

The proven selling techniques developed and used by bank cus- 
tomers is gradually penetrating the industry. Better selling, more 
aggressive advertising and a basic program for developing a fa- 
vorable corporate image will be realized in the next decade. The 
use of television as an advertising medium will be more aggres- 
sively pursued. Traders, for example, has effectively used this 
medium for over three years as an integral part of a plan to estab- 
lish our desired corporate image. This medium offers the bank 
flexibility and an opportunity to visually display its services toa 
large audience. 

Now, to the refinement of current and development of new serv- 
ices in the sixties. Since I have covered my convictions concern- 
ing the expansion of marketing and planning services for custom- 
ers, I will merely reiterate my position and point out that once a 
bank has established a research department, the next logical move 
is to share its knowledge and vast ability with its customers. 
Also, I know of a major bank which currently has this very plan in 
the blueprint stage. 

In many instances banks will find that of the total electronic 
machine time, less than one-third will be required to take care of 
the bank’s business. Consequently, new avenues of service poten- 
tial will be released. Additional services may be offered to cus- 
tomers at cost or, if justified, on a ‘‘gratis’’ basis. This implies 
the use of the equipment for pay-roll accounting, inventory control, 
statistical analysis and many special projects. 

The 1960’s will see a further expansion of one-stop banking 
service where one teller will handle the paying and receiving of 
funds on checking and savings accounts as well as payments on in- 
stallment and real estate loans. In addition, I’m sure you will 
experience a great increase in the use of banking services on an 
in-plant basis. Several banks have experimented with this service 
and found it a most successful means of increasing deposits and 
loans. In addition, for those companies who do not have a credit 
union, many banks will perform this function for them. 

The public’s interpretation of “‘bankers hours’’ is being given 
careful scrutiny. Actually, most employees and officers work a 
minimum 40-hour week or longer, so it would be only a minor 
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change to increase the ‘‘open door’’ policy to conform to the pub- 
lic’s interpretation of a 40-hour week. 

The universal use of credit cards has opened a new avenue for 
expanded bank service. Several banks are developing their own 
system and servicing others. Since the country is run on credit, 
the customer will find automatic check credit available in a great- 
er number of banks in the 1960’s. 

These are probably but a few of the major changes one will see 
in the marketing of banking services during the ‘‘soaring’’ sixties, 
and I may be called a conservative by 1970. During the 1960’s our 
entire economy will experience changes that may be beyond our 
wildest imagination of today; but, I have confidence that all indus- 
tries, including banking, will meet the challenge head-on and con- 
tinue to keep our nation on a sound, economic basis. 
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CREDIT CARDS - THEIR INFLUENCE, 
THEIR FUTURE 


Matty Simmons* 


N the nine years of operation, The Diners’ Club has grown to 
where we will bill this fiscal year in excess of $200,000,000. 
We have, instead of the original four employers, about fifteen 
hundred, handling everything from executive decisions to the fel- 
low who taps you on the shoulder when you are late in paying your 
bill. 

Along those lines, I would like to get commercial. No product 
or service or company can reach any important stage without of- 
fering something. Something of value, something of service and 
something of importance. The Diners’ Club is not the hula hoop of 
the business world. It is no gimmick. It is no freak. It is no fad. 
Rather, it is a sign of even bigger things to come. The only thing 
really unusual about it is that somebody or some group or some 
company didn’t think of it a long while before it was conceived in 
February of 1950. 


Influences 


Now, how has this credit card influenced? First of all, it has 
turned one of America’s largest industries, dining out and travel- 
ing, into a credit business. Whereas, ten years ago eight per cent 
of the business done in the better restaurants in this country was 
on credit, that percentage is now better than 50 per cent. We have 
not only done a tremendous charge volume through our system, but 
we have promoted and publicized the use of charge systems so 
that restaurants, hotels and stores have developed their own char- 
ge systems to a much greater degree than they were developed 
before the inception of the Diners’ Club and, of course, by intro- 
ducing this system we have changed the living habits of those peo- 
ple who frequent those restaurants, hotels and stores. I doubt if 
there are any people in this room who don’t carry a number of 
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credit cards, whether they are Diners’ Club cards or those of in- 
dependent hotel chains or stores or what have you. This use of 
credit cards is a business that has grown almost on a parallel with 
the growth of the Diners’ Club. 


Future 


I have been asked by your directors to briefly discuss the fu- 
ture of credit. I think that this one card—one bill phase is the axle 
on which the credit world will be revolving on for centuries to 
come. Some day, with this one card, you will be able to charge 
everything from your tooth paste down at the corner drug store, to 
cousin Tillie’s long awaited trip to Mars. Theidea of being able to 
charge for everything with this card is by no means far fetched. 
As long ago as 1956, we sent a couple around the world without a 
penny in their pocket. All they had were their airline tickets and 
their Diners’ Club card. A great deal has happened with this card 
since that couple from Lancaster, Pennsylvania, covered 21 coun- 
tries and almost as many cases of champagne in a little over 30 
days. In the last year alone, the Diners’ Club has added to its list 
of charge services—air, rail and sea transportation, charging for 
men’s clothing, charging for baseball and theatre tickets, jewelry 
stores, a wide network of gasoline and auto repair services, gift 
and specialty shops and many, many other outlets that the business 
man—the traveling man will find great use for. In Pennsylvania 
and several neighboring states, we are now going through a test 
with the Sun Ray Drug Stores where members are charging for all 
items sold at these giant drug and sundry outlets. Another test is 
taking place in the Doubleday Book chain where members are per- 
mitted to charge books and records. 

Toward the end of last year we began our Diners’ Club Wom- 
en’s division, with charging being made available at beauty salons, 
charm schools and at such apparel stores as Lilly Dache and John 
Frederics. 

This plan has gained an octopus-like outlook. Thereis no ques- 
tion that we are going toward that goal of some day being able to 
charge everything with one card, one bill, one monthly check. 

While we have been developing our facilities type wise, we have 
also been extending our boundaries geographically. In 1952 The 
Diners’ Club of England was founded and today we have Diners’ 
Club establishments everywhere from Zulu Land to the Iron Cur- 
tain and will be denting that Iron Curtain very soon. As a matter 
of fact, according to a recent cartoon in the New Yorker magazine, 
we have already dented it in some way. The cartoon showed a 
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Russian spy being briefed by a commissar. ‘We are all set,’’ the 
spy was told, ‘‘Here is your birth certificate, social security card, 
passport and Diners’ Club Card.’’ 

The future, then, of credit is one credit card—one monthly bill— 
one check to pay for all your expenses. I would like to go out of 
the realm of stores and restaurants, hotels and travel. Some day 
money as we know it today will be extinct. There will be no such 
thing as cash. Washington’s face will return to the Stuart portrait 
and will stay there. Lincoln will sit majestically at his monument. 
You will have credit for everything. You will ride a bus or a sub- 
way with a commuter’s ticket and you will get one monthly bill for 
everything from a newspaper to a trip around the world. You 
won’t even need cash for tips because, the way we See it, in our 
economy of tomorrow there will be no such thing as tipping. But, 
if there is, you will charge for that too, as you do today on your 
Diners’ Club Card. 

Think of the simplicity. Think of the millions of lost dollars 
that won’t be lost. Think of the time and energy saved in running 
around to cash checks. Think of the accuracy, knowing how much 
you have spent for everything every month. No, this is not auto- 
mation to the Nth degree. This is actually a more intelligent, a 
more workable, more practical system than we have today. It’s 
also a system that will save you a couple of pockets in every pair 
of pants. That’s the present and that’s the picture for tomorrow. 
No cash. Complete simplicity in handling your costs and expenses, 
whether in business or at home and, again, another step toward 
more leisure, more time for relaxation and better living. 
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POSSIBLE IMPACT OF THE SOVIETS 
UPON WORLD TRADE IN THE 1960°S 


William E. Berchtold* 


ee say that a good deal of what happens to world trade in the 
’60’s, as to whether we have a part in trade with Soviet Russia, 
depends entirely upon what is done in the way of developing for- 
eign policy and developing a method of working, because it really 
depends upon our national point of view and on what is finally 
worked out in terms of some sort of peace in the cold war, be- 
cause actually world trade exists only if the nations are reconcila- 
ble to the point at least of being able to trade with each other. We 
are making some advances in this direction in that we have seen 
some cultural exchanges. The interesting thing is that during the 
time we are screaming at each other from the tops of our voices 
we are doing some very constructive things. 

I give you an example, for instance, of the exchange of motion 
pictures between Russia and ourselves. Mr. Eric Johnson last 
year, just after I had gone to Russia, had negotiated an exchange of 
seven pictures of theirs for seven pictures of ours. If you would 
see the list of the ones that were chosen of ours you would be a 
little amazed because they are some we think very highly of and 
some we wouldn’t think much of. Likewise, our choice of their 
pictures was rather curious, too, but at least it is an opportunity 
for the two countries to get together in a cultural way. 

We have another example, and I think a very significant one, 
from the trade standpoint in that on the thirtieth of June in the 
Coliseum in New York there will be an opening of a trade fair 
really. They call it a Technological and Cultural Exhibition. The 
Russians have spent about ten million dollars. I heard this morn- 
ing, when I left New York, because of the expenses of local unions 
and expenses in the United States they are going to go two million 
dollars over their budget to achieve the plans they brought to the 
United States. They brought over something, I am told, in the area 
of a million pounds of their own equipment and their own things to 
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show. They are going to show us how they live, how they work, 
and what their viewpoints are on certain subjects. 

Similarly, as you know, we are already in Russia and they have 
given us a very nice park in which we are erecting an exhibit there 
that will open on the 25th of July and will be an expression of how 
Americans live and work and so forth. ; 

Russia is in competition with us quite openly, and they have a 
tremendous admiration for the American people. I think the 
greatest thing that you get out of talking to people in Russia is the 
terrific admiration for us as a people. Their admiration is in 
terms of our achievements, what we have done, what we have been 
able to achieve, materialistically particularly, the standards of 
living. They can tell you, better than you probably, what our pro- 
duction is in various fields, whether it is in grain or steel. You 
just name it. School kids can tell you what the production is be- 
cause that is their goal. They have our production goals as their 
goals, and they are doing everything to achieve it, and in the 
seven-year plan which goes into effect next year and goes to 1965 
the aim is the achievement of a good percentage of our goal. In 
fact, their coarse, very crude statement is that they will surpass 
us in 1965 to 1970. This is only true if we stand still, because if 
you look at the goal, their goals are our goals, and I don’t think 
anybody expects them to do that, but they are doing very well. 

The interesting thing is that you have to be very careful as to 
whom you tell this, because I find at cocktail parties and others if 
you tell people the Russians are doing quite well you are not very 
popular. They want to cut you off. They are worried about you. 
Now it is interesting that a number of people are coming back, and 
the word is getting around. Walter Lippman wrote a fine series of 
articles which I thought portrayed everything we saw in Russia and 
did it very well, very clearly and objectively and honestly. I think 
to most people who read this it was a great shock. Adlai Stevenson 
came back and his statement and his articles were very good, true 
objective reporting. 

Fred Crawford, who has come back within the last week or 
so—and Fred Crawford is an arch Republican and NAM man, an 
industrialist~said, ‘‘Actually, it looks like things are right good.’’ 
He told the newspapers here things were ‘‘right good’’ in Russia. 

Things are a lot better than most of our people in the United 
States are willing to believe. I would say from what I have been 
able to see at least and read and hear from many people, that we 
have to almost now come to believe that Communism, whether we 
like it or not, is working for them. It seems to be a method of 
pulling people from serfdom up by their bootstraps very quickly to 
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an economic level that has taken us generations or hundreds of 
years actually to achieve. 

The same thing, from what we hear, is happening in China, al- 
though it is more violent there in terms of kinds of things we don’t 
like. It is communism much closer to the original idea of com- 
munism. Russia today is actually state capitalism. It can’t be 
called communism in the true sense, but there is an increase—the 
gentleman from the steel company I am sure would have told you 
Russia this year will have something in excess of 60,000,000 tons 
of steel, and we are told that China will have something in the area 
of 30,000,000 to 40,000,000 tons of steel. 

The other thing is that the educational system is turning out 
people that are good. We once saw it with our own eyes. I picked 
out a grade school from a map, without any help from anybody, and 
was taken directly to that school, and it is true that children in the 
sixth grade are being taught English and in the seventh grade they 
speak very well, as far as anybody we would have certainly at that 
age. 

In the university English is very well spoken, by most of 
the students and German is the second language to Russia, not 
English. Many of them speak Russian, German, English, French 
or Spanish. Spanish doesn’t seem to be terribly interesting to 
them although they are trying to develop some Spanish in the 
schools, because they believe they will be able to do some busi- 
ness with South America. While I was in Moscow we met people 
from delegations from Brazil, Argentina, from England and from 
Uruguay, and actually there were also delegations there from the 
various places in the Far East. You have a feeling Moscow is a 
dynamic cosmopolitan city, that there is a lot happening, that this 
is the center of its own kind of universe and it doesn’t include 
many of our people. 

You see Brazilians there and talk to them about why they are 
there. They tell you frankly they are there to sell coffee to Russia 
because we are not buying their products. We are not buying their 
total products and they feel they have to deal with the Russians, 
and they were there to negotiate the sale and did sell $100 million 
worth of coffee in exchange for agricultural equipment. 

In the case of Argentina, there are very few of them in which 
credit has been advanced—Argentina is in the area of $100 million 
and it will be an exchange of oil drilling equipment and supplies in 
exchange for hides and wool and meat. 

In the case of Uruguay the exchange is chiefly for farming 
equipment, which the Soviets will send them in exchange for wool, 
which they claim we are not buying from them. In fact, the situa- 
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tion in Uruguay is one which we are very critical about at the 
present time. 

Brazilians are critical to the extent of saying we are not doing 
for them the same things we have done for Cuba, and in the case 
of Cuba it is true that we do support Cuban sugar industry in a way 
we treat no other country in the world. We think it is to our ad- 
vantage, but nevertheless they are a little angry with us. 

The British, as you know, have only recently concluded a trade 
agreement and it will remain to be seen how big it is. A number 
of people think it will be as big as three billion dollars within the 
next three years. There has been a whole list of products that are 
agreed to in an interchange there, and it may be that England will 
develop a very substantial trade with the Soviet Union in the next 
ten years. They have, of course, done this without our blessing, 
and to make us feel a little happier about the fact they have enter- 
ed into the trade agreement, they have lowered some custom du- 
ties on our products to permit us for the first time to send auto- 
mobiles into Great Britain. We have only had a trickle of 
automobiles there. Cadillacs, for instance, cost about $11,000 in 
Great Britain. Now these things are going to be changed so we can 
send some of the cars in at a much lower rate. 

So in the next ten years the obvious fact is that we will see a 
big development of world trade and the Soviet Union is bound to in- 
crease its portion because actually today it is very small. The 
Soviet Union currently does not have over one per cent of the total 
world trade, so it has to go from that level. Last year it was 
$8-1/2 billion, of which about $4-1/2 billion was with the Western 
European countries, chiefly the satellites and Germany, about 
$2-1/4 billion was with non-communist countries and about $1-3/4 
billion was with the Asiatic countries. 

They are still doing a good deal in things, of course, to China, 
and selling some things to India and other places in the Far East, 
but $8-1/2 billion is not really very much. 

How much trade do they do with us? Last year we imported 
only $3 million worth of products, and they bought from us $17 
million worth of products. Now Khrushchev says if we are going 
to deal with them and if other people are going to deal with them, 
we have to extend credit to them, and it is very likely that he will 
get substantial credits from some of the countries as he goes 
along. As it has been, it has been chiefly on a cash deal or 
payments in gold. He is in position to use gold if he wants to do 
so. There were some millions of dollars last year converted into 
dollars, their gold converted into dollars and used in the world 
market, including some of it here. 

It is believed that the Soviet Union has about $10 billion in gold 
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reserve today, so they have a substantial position to deal with the 
countries of the world if they so decide to do, but I think their na- 
tional policy will be one of trying not to use that money unless they 
have to. 

What are they selling? What is the $8-1/2 billion? It is chief- 
ly in things like oil and fuel, oil and gas, wool and hide, pulp and 
paper, basic things of that kind, some metals. It is true, as Wroe 
pointed out to you, that they have platinum which they would like to 
sell us and which we would like to buy actually, but our national 
policy is not to do this. 

It is a shock to a lot of Americans that we do have some policy 
in this direction, and it isn’t until recently I have been there and 
then come and find out that they have been trying to buy things 
from us that we wouldn’t sell them. 

I will give you a good example. I spent an hour and a half with 
George Lamojedov, the Editorial Director of Pravda. He took me 
through the amazing plant they have in which they print four news- 
papers in 22 languages. They have rows and rows of linotype ma- 
chines and, interesting enough, the things he liked best are the 
presses he was able to get some way or other from America. 
Some of them came during the time we were kind of leveling them 
up as part of the war deal, and they have fine presses and other 
things of ours. They say they perform better than anybody’s. He 
also had a very beautiful new photoengraving machine. I said, 
‘Where in the world did you get that?’’ He said, ‘‘Well, the United 
States didn’t like it very much, but it came from Western Ger- 
many.’’ So it is true, whether we approve it or not, the Western 
Germans are dealing with the Soviets, and this is one illustration 
of it. 

He would like to buy right now, for instance, quite a lot of new 
printing equipment. He would also like to have a lot of handling 
equipment, to take the newspapers out to the doors and all of that 
through the plant. Those machines are best made in the United 
States and he has written to the companies here, whom they know 
supply them. For the presses, for instance, he wrote to Hoe, and 
either he gets no reply at all, or they write and say that they are 
so busy they just couldn’t possibly think of taking care of them. 
So there is some attempt there to do something. 

The people in Russia—of course, I am sure everybody has told 
you this by this time—are tremendously friendly. The main thing 
I think most Americans say is that they look like human beings. 
They are kind of amazed that they are neither ten feet tall, they 
don’t have horns, and it is an unusual experience. When you get to 
talking to them they seem so much like many of the people we 
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know. People say, ‘‘Well, don’t they look terribly poorly dressed?’’ 
Yes, they do look warmly dressed and rather drably dressed, but 
this is because actually clothing is very expensive and they haven’t 
licked that problem. Food is in very good supply and in great va- 
riety, in any of the stores you goin. Even in the smallest kind of 
town the stores have everything, all kinds of poultry and fish and 
meat, lots of canned goods. They have fresh grapes and all kinds 
of food, so the foodstuffs are good and the food prices are a little 
lower than ours, I would say, but their clothing prices are high. 

Automobiles are impossible. The smallest car, the Muskovit, 
sells for about $8000 to $10,000. Anything comparable to our 
Cadillac would be about $25,000. Nobody has those, but the inter- 
esting thing is if you are somebody you get a lot of side fringe 
benefits. Theirs is not a classless society in any sense of the 
word. It has already been stratified and it is stratified on the ba- 
sis of productivity and on the basis of knowledge and training, and 
you will find, for instance, that while the average worker makes 
from about 800 to 1000 rubles a month, that would be comparable 
at the official rate of exchange to about $200 to $250 a month, the 
professor in the university or an architect, the head of, say, the 
physics department, would make 8000 rubles a month, and 8000 
rubles a month is $2000 a month. That isn’t too bad, even with 
their high prices on things. In addition to that, he would have a 
car and chauffeur at his disposal, and he would also be given pre- 
ference to having an apartment, the kind of apartment he wants, 
and he would be given a vacation in the South each year, in which 
he goes to what they call a sanitorium, which is really a beach. It 
is a hotel on a beach. He has a lot of side benefits. 

In fact, you may have heard recently Mr. Greenwald, the 
President of du Pont, said he had just been looking into some of 
these things and he had found out the man who ran an industry in 
Russia, which was a little smaller actually than his, he thought—he 
had one of these important chemical plants—was paid the equiva- 
lent of $30,000 a year, had a car and chauffeur, had a house in the 
country and an apartment in town, and a vacation with pay, and so 
forth, and he said, ‘‘That is better than I am doing today.’’ 

So there is tremendous stratification, but it isn’t in a social 
level at all. They don’t care who you are, whether it is a profes- 
sor or a cab driver doesn’t seem to make any difference, but 
there is a stratification so far as the benefits they have and the in- 
come they have. 

Their taxes are very low, about three per cent, the highest 
taxes. 

The truth of the matter is at the present time they also have to 
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get rid of some of the money the people have so they are running 
a lottery. They have a lottery on automobiles, which are very 
popular. People would like to have automobiles, and it is a 5 ruble 
lottery, which is comparable in our money to $1.25. It is $1.25 
for each chance, and we couldn’t find anybody during the time we 
were in Moscow that hadn’t already subscribed, once, twice or 
more, so they are going to get a big chunk of money back from the 
people, for 100 cars is all they are going to give for the whole 
lottery, so there are a lot of things like this that are going on that 
have a little smidgen of capitalism in them, but for us to think we 
are going to be able to force them into a position where they have 
a revolution and where they will come over to our side and em- 
brace democracy, I think it’s for the birds. We shouldn’t think 
that at all. I think you will see communism not only solidify itself 
in Russia but in China and perhaps extend itself to other places on 
the globe, depending entirely on how astute we are and how well we 
develop our foreign policy within the next ten years, and if we have 
one minute, I will talk to that point of foreign policy, and then ask 
you for any questions you would like to ask. 

It seems to me this is a very crucial thing. There will be no 
trade with Soviet Russia that amounts to anything unless our for- 
eign policy developments are such that we have a greater recon- 
ciliation with the Soviet Union. 

We must have some peace in the cold war. It may not bea 
complete peace, but it must be a better thing than we have now. 
When you think back—I won’t criticize the people at Geneva, Mr. 
Herter and his group. I won’t criticize Mr. Gromyko and his 
group, because the truth of the matter is, from the best we can 
see, most of that has been propaganda on both sides, and there has 
been no climate for reconciliation. There are 1600 reporters in 
Geneva, and both sides spend most of their time briefing reporters 
from all over the world. The major part of the time of the delega- 
tion is spent in briefing the reporters on their particular point of 
view. So the climate, I would say, for reconciliation which I be- 
lieve must come before peace is not good. 


Wroe Alderson* 


My limited credentials for speaking at our session today in- 
cludes some experience with foreign trade problems beginning 


*Wroe Alderson, President, Alderson Associates, Inc. 
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with the Board of Economic Warfare during the last War and an 
opportunity to observe Soviet trade in action while traveling in the 
Soviet Union itself. The topic you have asked me to discuss is one 
of the greatest moment so that Iam eager to do whatever I can to 
provide a framework for its consideration. 

The impact of Soviet trade on the world economy during the 
1960’s will surely be substantial and may even be one of the most 
critical factors in the economic outlook for the United States and 
the Western World. The conventional view is to regard every eco- 
nomic and political move of the Soviet Union as an incident in the 
cold war between capitalism and communism. While this element 
is not to be forgotten, leading experts in Europe and in the United 
States ask us to see these matters in an even broader perspective. 
The eminent British economist, Barbara Ward, states that we 
must start with a recognition of a worldwide revolution with a re- 
lease of energy and a stirring of human aspirations similar to that 
which occurred during the Renaissance. She says that itis nota 
case of a single clearly defined revolution but of a half dozen of 
them all going on at the same time. These revolutions are occur- 
ring in science, technology, medical care, and in the political 
structure of many nations. The most fundamental factor, in her 
opinion, is the worldwide population explosion. As a marketing 
man I think I would prefer to emphasize the phrase recently quoted 
by Douglas Dillon, Undersecretary of State, namely that it is the 
“revolution of rising expectations.’’ Expectations rise both be- 
cause there are more mouths to feed and because the average in- 
dividual wants more of the good things of life. 

None of these truly basic revolutions is identical with the com- 
munist revolution nor can communism be regarded as the causal 
factor behind them. The real challenge of communism to the West 
is in the competitive attempts of the Soviet bloc to capitalize on 
these’ worldwide revolutionary movements to increase its own 
power and prestige. Large amounts of capital must be accumu- 
lated by every country which is attempting to transform its eco- 
nomy and to eventually provide its people with a standard of living 
comparable to that which prevails in the West. There are two 
routes to the accumulation of capital, one being the profit incentive 
of private capitalism, and the other the authoritarian discipline of 
state capitalism as it prevails in Russia. The communist ap- 
proach to material progress has a strong appeal for many until 
they have had a direct experience with its destruction of other hu- 
man values. The industrialization of Russia appears to be the 
miracle of the past generation to have-not nations which might 
formerly have claimed Russia as one of their own. The United 
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States and the other leading western powers are regarded by con- 
trast as exploiters who have grown fat on the raw materials and 
labor of other lands. 

The competition with the Soviet bloc in world trade involves the 
efforts of the Soviet bloc and the western nations to maintain or 
accelerate their own economic expansion and at the same time 
point the way for other countries seeking industrialization. 

The impact of the Soviet Union on world trade can be consid- 
ered in terms of its threefold aspect of trade between the United 
States and the communist group, competition between the commu- 
nists and the West in export markets, and competition between the 
two ideologies for participation and influence in the development 
plans of the have-not countries. 

As to direct trade between the United States and Russia, the 
point has been made, perhaps all too often, that they have little 
enough to exchange with each other. It is true that the Soviet 
Union would like to have large quantities of industrial equipment of 
advanced design from the United States. There is some skepti- 
cism however as to what Russia could send us in return which 
would pay for the machinery she wants. In the past Russia’s large 
volume exports have been in raw materials such as grain, petro- 
leum, and more recently aluminum. Such commodities were well 
suited to serve as strategic weapons for the Kremlin in seeking 
political and economic advantage around the world. There can be 
little doubt that the basic objective of Russian trade is to obtain 
the means for still greater industrialization and a closer approxi- 
mation to self-sufficiency. We may well remember that this same 
idea dominated American foreign trade policy throughout the nine- 
teenth century and yet through the logic of events we continued to 
be a major trading nation. 

There are some recent trends which indicate that this lack of 
mutual trade interests as between the United States and Russia 
can change very fast. We have been using up some of our basic 
raw materials at an alarming rate and could become customers 
for some of the mineral wealth of Russia more quickly than is now 
anticipated. The Russians in the past have shown a strong prefer- 
ence for the bilateral balancing of trade, but they are surely flexi- 
ble enough to find techniques for multilateral deais where that will 
serve their interests. They have already gone quite far in this di- 
rection within the communist bloc, supplying raw materials to such 
countries as Poland and Czechoslovakia in exchange for manufac- 
tured goods and exchanging these goods in turn with other coun- 
tries, such as China. 

The stereotype of Russia as a raw material exporter to the 
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West may be in for some drastic revisions. Automobiles of Rus- 
sian make are being imported by Great Britain, which country in 
turn is exporting some of its own automobiles to the United States. 
A recent incident involved a shipment of Russian microscopes to 
the United States for use in American high schools. This equip- 
ment was sold at a small fraction of the going world price. There 
has been some attempt at the distribution of Russian vodka in the 
United States, but so far with indifferent success. Russia, I am 
sure, would be ready to supply a substantial part of our large and 
growing demand for vodka even though she has been trying to re- 
duce consumption at home by a vigorous temperance campaign. 
There is one little irony with respect to vodka which could con- 
ceivably develop into an international incident in the future. The 
best Russian vodka has a pale amber color and is known as Golden 
Starka. Any beverage with the slightest coloration however is not 
legally classified as vodka in the United States. Imagine the out- 
bursts of vituperation which we may yet hear from the Kremlin if 
we insist on American specifications for the Russian national 
drink. 

With respect to competition with the West in the markets which 
are open to both, the Russians have created general consternation 
by selling such basic commodities as aluminum at well below the 
world price. Again it is a bit ironic for us to scream so loudly 
over the Soviet use of price competition which our economists still 
believe is the heart and core of the free enterprise system. It is 
true that these cut rate sales were made by State Trading Trusts 
which naturally raises the suspicion that these moves were made 
to serve the ends of political policy. The dumping of large 
amounts of some of their raw materials, such as tin, has indeed 
had nearly a disastrous effect on economies like that of Bolivia, 
who are largely dependent on the sale of tin in world markets. 
Undersecretary Dillon in a recent statement still seems inclined 
to accept the standard Russian explanation for this. That is that 
Russia must have the equipment it needs for industrial expansion 
and must sell its raw materials at any available price to obtain the 
needed foreign exchange. 

It is possible that either explanation is a shade too rational. 
The economic activity of Russia, like that of the United States, now 
constitutes a substantial segment of the total world economy. Any 
massive move in world markets by either nation may have dis- 
turbing side effects upon the economies of smaller countries. We 
have created similar conditions from time to time in our efforts to 
get rid of surpluses of grain and cotton accumulated under our 
agricultural support program. Our attempts to dump wheat or 
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cotton to ease a domestic problem could scarcely be interpreted 
as a blow aimed at Russia who is another major producer of these 
crops. 

Any attempt at economic containment by maintaining a solid 
front against trade between East and West may now just as well 
be forgotten. All of our major allies, including particularly West 
Germany and Great Britain, are engaged in such trade in a sub- 
stantial way. Soviet trade has penetrated the western hemisphere 
at many points and not without due recognition of the old doctrine 
of comparative advantage. Thus Poland continues to supply coal to 
the Argentine and Uruguay draws on the oil fields of Rumania. 

There has been a widely prevalent belief that any trade between 
East and West would be to our economic and military disadvan- 
tage. It has even been implied that the communist bureacrats 
were such shrewd businessmen and sharp traders that the West 
could not match them. In addition, they were thought to enjoy the 
special power of government monopolies. Actually my own 
experiences in negotiations with Russia and many other nations 
during the War convince me that our good Armenian friend, 
Mikoyan, and his associates in the Ministry of Trade Kave no cor- 
ner on sound trading instincts. Neither is the association of for- 
eign trade and government policy peculiar to the communist coun- 
tries. Witness the work of the British Board of Trade around the 
world and the world trade activities of the German cartels. We, in 
fact, have legislation expressly designed to encourage industry- 
wide cooperation among American firms in their foreign trade 
programs. Our position is not crystal clear, of course, since it 
sometimes appears that we are attempting to enforce American 
anti-trust regulations in areas far outside our national boundaries. 
Our profession of faith as advocates of free competition goes con- 
siderably beyond our practice and certainly sets us apart from 
what may be the more candid expressions of our principal allies. 
William Diebold, Jr., Director of Economic Studies at the Counsel 
on Foreign Relations, says that ‘‘Europeans of a wide range of 
political opinions share the view that markets should be organized 
for stability and efficiency rather than left to the chaos and waste 
of atomistic competition. ’’ 

Realistic students of foreign trade have shown that free trade 
of the kind we profess to believe in is at best an ultimate goal. 
The swing toward bilateral trade agreements, quota systems, 
blocked currencies, and the other devices of nationalistic control 
has been the major trend throughout the postwar period. Interna- 
tional trade is essentially oligopolistic competition with the inter- 
ests of large traders closely linked to their respective national 
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interests. Russia did not invent this pattern of postwar trade, and 
doubtless it would prevail even if the communist countries were 
restricted to trading among themselves. 

The major breaks in this pattern have been our own program of 
reciprocal trade agreements and the establishment of the Cornmon 
Market group in Europe. Currently we are reading about the pro- 
spect of seven other European nations associating themselves, at 
least in a limited way, with the Common Market area. These 
seven countries informally call themselves the ‘‘outer seven’’ and 
they include Britain, Austria, Switzerland, Denmark, Norway, 
Sweden and Portugal. The ‘‘inner six’’ of the Common Market are 
West Germany, France, Italy, Belgium, Holland and Luxembourg. 
All of these programs are positive strategies which add strength 
to the West no matter how opposed the Soviet bloc may be nor how 
persistent may be their efforts to upset them. Both the United 
States and Russia demonstrate that in unity there is strength, and 
at long last Western Europe seems to be taking this lesson to 
heart. The six countries now combined in the Common Market 
have a population roughly comparable to that of the United States. 
While Russia has a larger population than either, (208.8 million 
including annexed countries) their combined total exceeds that of 
Russia by at least 50%. Both exceed Russia in steel production 
while Russia now stands somewhere between the two in coal pro- 
duction. The Common Market countries surpass the United States 
in the volume of foreign trade. The imports and exports of Russia, 
aside from the trade with its satellites, is only 4% or 5% as great 
as that of the Common Market countries. With the Common Mar- 
ket as a core and with the seven other countries as participants, 
the combined economic strength of Western Europe is still sub- 
stantially greater than that of the Soviet Union. 

One of our difficulties in maintaining perspective with respect 
to the Soviet Union is the large block of color which indicates its 
geographic extent on any map or atlas. It is true that its area is 
more than twice as great as that of the United States, but this is 
not an unalloyed advantage. With natural resources no greater 
than our own, they have much greater distances between their ma- 
jor centers of activity. When I was there several years ago, I was 
told that the coal for the steel works at the southern end of the 
Urals was carried overland for more than 1500 miles. There are 
large areas of the country which are cut off throughout the winter, 
and much of it is inhospitable to such pursuits as agriculture at 
any time of year. Most of the vast expanse of European Russia 
and Siberia lies to the north of Cleveland and even the most fa- 
vored areas have only half as much rainfall. 
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None of these figures is quoted with the intent of encouraging 
complacency or of minimizing the magnitude of Russia’s economic 
achievement. They do however point to some rigid ceilings on 
some aspects of Russia’s development. Certainly despair is no 
more appropriate than complacency as we attempt to assess the 
Soviet Union as a factor in international competition. 

Coming finally to the contest between East and West for the 
good will of the undeveloped countries, we certainly have a better 
story even if we at times have seemed rather clumsy in telling it. 
The billions we poured out through the Marshall Plan made possi- 
ble the postwar rehabilitation of Europe. Russia is in no position 
to match the gifts, loans, and technical aid that we have been pre- 
pared to extend to other countries. We need to pursue the goal of 
worldwide economic development with as much zeal and conviction 
as we contributed to redevelopment in postwar Europe. Some 
years ago I stated my own personal faith in an article titled ‘*Con- 
ditions for a Balanced World Economy.’’ I still believe as I did 
then that world balance in our age must be built on the best at- 
tainable balance of small areas, country by country or region by 
region around the world. Depressed areas anywhere provide the 
demagogue with his opportunity, and the hazards are great when 
the voice of the demagogue is heard around the world. We must 
really believe in this doctrine if it is to move us to adopt effective 
public and private policies. We cannot afford to look with condes- 
cension on countries less fortunate than our own. In the ideologi- 
cal climate of today the economic illness of our neighbor is as 
dangerous as the plague. While we should never lose sight of 
practical considerations as to method, we must go out with a gen- 
uine desire to build, to heal, and to assist other nations to reach a 
level of prosperity similar to our own. Such a program is not 
sheer altruism even though we enjoy the satisfaction of well doing 
in the process. It is a matter of self-interest and even of survival 
since we face a persistent and persuasive rival who can demon- 
strate that material progress is feasible if his hearers are willing 
to surrender their freedom to achieve it. 
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HOW THE ST. LAWRENCE SEAWAY 
WILL AFFECT MARKETING IN 
THE U.S.A. IN THE 1960°S 


F. R. Widmer* 


I am going to speak to you as a professional marketer who has 
attempted in considerable detail to appraise the world trade 
situation in his product from both an industry standpoint and from 
a personal corporate standpoint. 

I am not sure that very many of you are too interested in the 
problems of world trade and steel mill products. However, possi- 
bly by using our steel mill products and the problems that are 
arising here in world trade, and the possible effects of the Seaway 
on steel mill products, as an example, maybe I can give you some 
ideas that will be significant in your own appraisal of your own in- 
dustries and your own problems. 

In the steel industry in the last year or so we have had a rather 
remarkable shift in the world trade situation. Back during the 
years of 1954, 1955, 1956 and 1957 our exports of steel mill prod- 
ucts were increasing steadily. They went up from a low of about 
2-1/2 million tons in 1954 to a high of about 5.1 million tons. 
That was in 1957, and then in 1958 we had a very sharp reversal 
of that picture in that our exports declined to about 2.7 million 
tons, and in that same year, 1958, peculiarly the imports of steel 
increased sharply from about 1.1 million to 1.7 million tons, 

Now, there is no question whatsoever but what the economic 
Situation in the United States and in the world generally had an 
impact upon these figures. European business over the last ten 
years practically has been having a rather substantial capital 
goods boom, They were demanding a large quantity of steel, and 
as a result they were taking a substantial amount from us, and in 
1957 and 1958, as that capital goods boom came to an end, as you 
would logically expect, they did not require as large a quantity of 
steel from the United States as they had previously. 


*F. R. Widmer, Manager, Commercial Research Division, Republic Steel Corp. 
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But there is one peculiarity here. Back in 1954 when we had a 
similar recession, and to some degree in Europe and elsewhere, 
we had a sharp decline in the export of steel, but nothing compared 
to what we had in 1958, and we did not have this increase that we 
have had in the imports that took place last year and which is con- 
tinuing this year. 

To find the reasons for this, it is necessary for you to examine 
rather carefully the sharp change that has taken place in the Euro- 
pean steel industry and Japanese steel industry during this past 
ten years, the postwar period basically. 

Back in 1930 to 1935 or thereabouts, the steel industry in the 
United States went through what is really a technological revolu- 
tion. This was the period when we really began to introduce the 
continuous processes of rolling steel. The technological change 
was Startling, but it was possible only because our markets had 
grown to a point where we could produce in very large quantities 
a type of steel. 

Our quality was substantially increased at the same time. The 
new equipment not only gave us increase in productivity, lowering 
of costs, but it also gave us a better product. 

Now, the same change did not take place in Europe nor in 
Japan or any of the other large steel-producing countries. They 
did not have the markets, in the first place, to make it possible, 
and because of their peculiar economics I don’t believe that they 
had the drive at that time to attempt it. The result was that they 
went into World War II producing equipment that was pretty large- 
ly obsolete by current American standards, and then during the 
war, obviously the vast bulk of that equipment was destroyed. 
They called upon the United States, and it became policy here to do 
everything we possibly could to aid them, on the right side of the 
Iron Curtain, to improve their abilities to produce, and to rehabil- 
itate. It was only natural that as we guided and provided the money 
for this rehabilitation and rebuilding, they should pretty well ape 
their American prototypes, so the result is that today in Europe 
and in Japan they have equipment which in itself is probably at 
least the equal of anything that we have here in this country, and 
in some instances it is superior to our own. 

Now, in the period following the war, as this new equipment 
came into Europe, its production was gobbled up by the sharp ex- 
pansion in their economy, and as a result we did not feel any im- 
pact of it in the United States as imports nor were we particularly 
disturbed by it in competition with it in export. 

Then in 1958 we had for the first time, with a slight slowing 
down in the European economy, a reasonable balance between 
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supply and demand there, so they had for the first time really 
substantial quantities of steel that they could export. It was only 
natural, as a result of this, that they would look to our very large 
market here; even though in 1958 it was substantially reduced, by 
their standards it was large. So all around our coasts we began to 
feel the impact of imported steel, and right now, down Seaway, 
practically every boat that comes through is carrying rather sub- 
stantial cargoes of steel mill products into the interior of the 
United States. 

Obviously, I think this is a rather lengthy preamble to the 
question of what impact the opening of the Seaway will have upon 
steel mill marketing. Nevertheless, it is necessary because I 
have one very basic and I think pretty simple point, and that is 
that situations around the world, changes in technology, changes in 
productivity, rehabilitation and improvements of capacity and 
similar things in the remainder of the world can very probably be 
an overriding factor to even the construction of a St. Lawrence 
Seaway. 

There is no doubt but what the Seaway is going to have an im- 
pact upon the United States. It is going to have some impact upon 
steel. Nevertheless I am quite sure that in at least the short run 
these overriding factors are going to be more significant in our 
world trade picture on steel mill products than the opening of the 
Seaway itself. 

To say the least, our European competitors and those of Japan 
primarily are extremely flexible in their pricing policies. They 
are driven frequently by motives that we do not have here in the 
United States. They have pricing policies which would be in many 
cases illegal in the United States. The basic result is that when 
they have additional capacity, as they do in steel mill production 
at the present time, and their motives for exports become over- 
riding to profit in many instances, they will price their products 
at a level which will enable them to compete. 

Now, in the case of steel, for example, we have probably $20 to 
$30 a ton differential in these imported steel mill products. In 
other words, they will lay them down, right here in the City of 
Cleveland, at $20 a ton less than our price as we produce them 
here in the City of Cleveland. This is a very substantial differ- 
ential when you are considering a product that may sell for $150 
a ton, 

Now, we could possibly compete with them if we were to make 
a rather radical change in our pricing policies, but the steel in- 
dustry, and I think this is reasonably general within the industries 
of the United States, have what they call a one-price policy, that 
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is, we sell at the same price to everybody, regardless of who they 
are or what class of business they are in. Obviously, to reduce 
the entire level, the steel mill products to this $20 or $30 a ton 
lower price of our competitors from foreign countries, at this 
stage of the game would bankrupt the steel industry. It just is 
not physically possible. The result is that we have to ignore 
their competition from the price svandpoint. 

Now, there is another interesting thing that may be significant 
in your business as it is in ours. You might possibly think that 
the kind of product that they would export would be the product of 
this new technology which they have developed. Peculiarly, this is 
not generally so. The products which they have sent to the United 
States are by and large such things as re-enforcing bars, merchant 
trade wire—that is barbed wire and steel bits—common wire rods, 
nails and similar shelf items. Butt weld pipe, for example, is 
another prominent item, in the export to this country. These are 
items that have one fundamental characteristic. If you look at 
them closely you see that they are the type of thing that is gener- 
ally sold through a middleman, even in this country, and they are 
shelf items; that is, they are made toa standard specification of 
general utility where they can be put in storage and sold off as a 
standard item. 

You might think from the description that I have given you of 
the impact of these foreign imports, many of them down the Sea- 
way, that our steel industry was in pretty desperate straits, but 
this really is not true. They are going to hurt us. They are going 
to reduce our home market. They are going to reduce our export 
market. But nevertheless the bulk of our steel mill products are 
tailor-made to a peculiar application of a particular manufacturer 
in this country. The relationships between the steel producer and 
the consumer are rather intimate. We know their technology, we 
know their requirements, we know when they want the steel and 
precisely what they want, and we make the product precisely for 
them and their application. If it is a left fender on a Chevrolet 
it is steel that is distinctively different than the rear fender or the 
left front on a Ford, This may soundpeculiar, but is it true. 

This need for a tailor-made product on the part of the bulk of 
the American manufacturers overrides even a $20 or $30 a ton 
differential, and as the bulk of the steel mill products are of this 
nature the bulk of our local market is secure, even without regard 
to other factors. 

Now, in addition, there is another factor that is rather inter- 
esting, and I think many of you will find the same thing true in 
your business. It took a slowdown in the European increase to 
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actually change this picture. For a relatively short period they 
had a surplus of capacity. That surplus even now is evaporating, 
and as they increase their productivity, as their economy goes on 
to greater growth, we will not see this impact probably two years 
or three years from now as we see it today. They will not have 
the steel on export. 

So in the long run the steel industry of the United States has 
been pushed by this situation. It has been hurting us. I don’t 
think it is going to be permanent. The Seaway itself is significant, 
but not overly so, and I think that ten to fifteen years from now we 
will have again a reasonable balance between the nations on the 
capacity and productivity and price, so that we will be competing 
generally with them and they with us, and the total amount of free 
trade, total amount of world trade, will be significantly larger than 
it is at the present time. 


Robert C. Hienton* 


How the Seaway will affect marketing in the United States in 
the 1960’s is a pretty broad subject. We can see that rail rates 
and canal rates and a lot of other things are involved, I will 
confine my part of this discussion, which is going to be brief, as 
to how the St. Lawrence Seaway might affect electric power sales 
in the Great Lakes areas in the next ten years. 

Our industry is one that hopes to double every ten years. That 
is a pretty rapid growth, but it is a business that can hardly miss 
unless we let our competition get ahead of us, because we sell 
not only to industry but to home and commercial establishments 
as well. 

The area served by the Great Lakes on the United States side 
has one of the greatest concentrations of industrial production 
anywhere in the world. For example, in the fifteen counties in 
Ohio that either border Lake Erie or are south of the counties 
that are on Lake Erie, is concentrated four per cent of the indus- 
trial capacity of the United States. It is only a tiny fraction of the 
land area, but four per cent of the industrial capacity. 

Other great industrial areas served by the Great Lakes, and 
which also will be served by the Seaway, are Rochester, Buffalo, 
Erie, Cleveland, Lorain, Sandusky, Toledo, Detroit, Duluth, Mil- 
waukee and Chicago. I think some indication of the importance of 
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4 industrial plants in these areas as far as the Seaway is the fact 
“a that of the dredging projects that are now under way for deepening 
m harbors, of the $75 million that will be spent, $50 million is going 
Mt to be on ports on Lake Erie. 
For the past ten years, ever since World War II, this area 
- adjacent to the lower Great Lakes has grown faster in population 
mn than the remainder of the United States, with the possible excep- 
tion of California and Florida and some sections of Texas. This 
. growth in population will provide a work force for any further 
° continued industrial expansion, and in this area we live. 
- Marketing problems and decisions in this section will be af- 
. fected in the next ten years because the opening of the St. Law- 
i rence Seaway will enable Canadian ores and foreign ores to be 
imported directly to the iron and steel manufacturing districts. 
These shipments of ore from other sources will lessen the 
dependence of the area on ores from the upper Lake Superior 
region, and will insure the continuity of this area as the principal 
steel making center of the United States for the next ten to twenty 
years, 
In this area is concentrated a tremendous amount of pig iron 
7 and of steel ingot production—52.5 per cent of the United States 
. pig iron capacity and 52.3 per cent of the United States steel ingot 
: capacity are located in ports on the Great Lakes or in the Young- 
stown, Warren, Ohio River, Canton, Massillon and Middletown 
districts. We don’t take in Pittsburgh because they do not rely on 
ores in the Upper Lakes but will get foreign ores through Balti- 
i more and by rail. That goes for Johnstown, Bethlehem, and of 
: course, Sparrows Point, and the Delaware River Valley will get 
i their ores directly. 
. The production of pig iron and steel ingots, by itself, employes 
many industrial workers, and with an ample supply of iron ore 
” assured for this Great Lakes area it should continue to grow and 
‘a expand in the next ten years because of increased population, 
” and because there will be an increased per capita use of iron and 
steel products, 
7 This growth will pose marketing opportunities for those in the 
“ electric utility field because the combination of growing population, 
high level of disposable income, and continued expansion of pro- 
d duction, will offer opportunities for sales of electricity to com- 
y mercial and residential customers as well as to the industrial 
customers. 
f To show how important it is that steel continue strong in this 
* Great Lakes Area there is the fact that in Ohio alone only one out 


of every twelve workers is employed in blast furnaces or steel 
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mills—still substantial but only one out of twelve workers employ- 
ed in blast furnaces or steel mills. During April the workers in 
the blast furnaces and steel mills averaged $128 per week, one 
of the highest scales in all manufacturing. But the significant 
part is that for every worker employed in the basic iron and steel 
production there are eight employed in durable goods manufac- 
turing and three people employed in nondurable goods manufac- 
turing. So if pig iron and steel ingot production continues ata 
sound level, we will have a sound economy in the Great Lakes 
region. 

Transportation is one of the few remaining controllable costs in 
manufacturing. There is no doubt in my mind that metal fabrica- 
ting plants will be located not too far from the source of raw 
materials, so that Chicago, Milwaukee, Detroit, Cleveland and 
Youngstown areas, as well as Buffalo, will be considerably above 
the average in income for the next ten years. 

As I say, this extra disposable income will present marketing 
opportunities that I am sure those in the gas and electric utilities 
will endeavor to capitalize on during the 1960’s. 


Flemming Kolby* 


It need not be repeated that the recent opening of the St. Law- 
rence Seaway is indeed an historic event which marks the begin- 
ning of a new era for this great industrial area. The advantages 
for shippers to use Great Lakes ports are in clear view. One of 
the benefits that stands out in particular is the estimated savings 
on overseas freight costs which are expected to be as much as 
25 - 50 per cent from port cities and about 15 per cent from in- 
land points. Furthermore, several of our Great Lakes ports are 
actually closer to ports of Europe than the eastern seaports, so it 
can not be argued that shipping time will be increased. As an 
example, the average time of shipment direct to Cleveland from 
Europe is 28.9 days and by way of East Coast ports and overland 
it is 29.3 days. 

The Great Lakes area now has doorstep access to overseas 
trade. However, it is not assured that full use will be automat- 
ically made of lake port facilities and seaway transportation 
facilities whatever the apparent advantages may be. For many 
years shippers have been accustomed to using eastern seaports 


*Flemming Kolby, Vice President, Central National Bank of Cleveland. 
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for their exports and imports and it will take a concentrated effort 
to change this traditional concept of transportation. If this new 
idea of using lake ports for direct shipments in overseas trade is 
going to take hold and become second nature over the years, it is 
vital that a continual and strong selling job is done by all inter- 
ested parties including the banks. 

The Great Lakes area is served by a number of banks who 
operate active International Divisions and who consider foreign 
banking a very important part of their overall banking services. 
Many of these Foreign Departments have been established for a 
very long time so international banking is certainly nothing new 
that has been born as a resultof the Seaway. Our own International 
Division has been assisting exporters and importers for more than 
35 years and I know that several other banks in the Great Lakes 
area can boast similar or longer service to companies engaged in 
overseas trade. In Cleveland alone there are five banks who oper- 
ate active International Banking Departments, thoroughly experi- 
enced in all phases of foreign banking and who have correspondent 
banking relationships running into the thousands throughout the 
entire world, exclusive of Red China. 

I am sure that my colleagues in the international banking 
fraternity in Cleveland and other lake area cities will agree with 
me when I say that the banks are ready and fully prepared to 
handle the increased business which we are confident will result 
from the lake ports having become in effect ocean ports following 
the opening of the St. Lawrence Seaway. 

We all have the facilities and the experienced staffs necessary 
to take care of the business, which is entrusted to us, efficiently 
and competently. I should like to mention some of the more 
important services that the Foreign Departments in the Great 
Lakes area can offer to exporters and importers. We can advise, 
confirm and make payments under export letters of credit. 
Letters of Credit can be opened covering the importation of mer- 
chandise. Export and import shipments can be readily financed 
for creditworthy customers either on an acceptance basis, a 
straight note basis or as a warehouse loan. Export and import 
collections are handled expediently through a network of foreign 
correspondents, and financing arrangements can be made for 
these shipments. Foreign exchange is bought and sold at compet- 
itive market rates. Up-to-date credit information on foreign 
customers or suppliers is available as well as current regulations 
governing trade with foreign markets. Helpful assistance will be 
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given regarding setting up licensing arrangements or manufac- 
turing facilities abroad. 

This is merely a quick rundown of some of the more important 
aspects of international banking through which the banks in the 
area can be of service to companies engaged in overseas trade in 
one form or another. 

The banks who operate International Divisions have a great 
challenge to meet in the time to come and we are not going to 
miss this great opportunity to show the foreign trade community 
what we can do. There is no doubt whatever in my mind that the 
banks in this area can render foreign banking services that are 
in every way equal if not superior to those offered by banks in 
other areas. Did you know that the five Foreign Department banks 
in Cleveland alone have combined total assets of about $3,500 
millions and a total legal lending limit per customer amounting to 
$21.5 million? Add to that the resources of banks in Toledo, 
Chicago, Detroit, Buffalo and other lake area cities and the figure 
you arrive at is astronomical. These great resources, anda 
wealth of foreign banking experience and knowledge combined with 
fine port facilities in the Great Lakes area is available to export- 
ers and importers and we urge that they be used to the fullest 
extent. 


Horace C. Treharne* 


I don’t know if anyone has ever come up with a theme song ded- 
icated to international trade, but after several weeks of traveling 
around some of the old countries of Europe I would like to suggest 
that delightful bit from ‘‘My Fair Lady’’ entitled “Getting To 
Know You.’’ To be explicit, you don’t know people completely 
across the sea unless you can speak or understand a common 
language, and preferably theirs. Certainly, any American who 
goes to Europe or South America or any spot on this globe where 
other languages prevail and knows no other tongue but his own is 
in for some rough sledding when it comes to communications. 

I don’t think anyone can go abroad for a few weeks and become 
an expert in his own right, but he can listen to some of the au- 
thorities in those countries and gather facts and information of 
value to anyone interested in world trade such as the Seaway 
provides, 
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In Milan I talked with Mr. Charlie Rogers, Consul General, 
about the Seaway and Cleveland’s role therein. He was very inter- 
ested. He said there was a need over the long haul, for American 
business men who expect to do business in Italy or any country 
for that matter to be able or have someone able to speak the lan- 
guage of the country, to be able to read it, and be fitted to engage 
in business conversations that make sense. He was pleased that 
finally in the United States the public schools and colleges are 
beginning to offer courses in languages other than English. He 
commented on American business men who, excited by the oppor- 
tunities abroad, hurry over and find themselves speechless, unless 
aided by an interpreter—and business-minded interpreters are 
mighty few. 

Secondly, he said, there is the need for Americans to realize 
what a thorough job the consulates are doing in collecting and 
sending to the Department of Commerce files in Washington a 
continuing flow of reports on the countries they represent. 

Third, further, said Mr. Rogers, no matter what country you 
may be visiting, it is a good idea, before you go, to read up on the 
country’s history, the politics, the economics, and culturally the 
ways of living, habits, personality of the nation and its citizens. 

In Paris I learned some more about the importance, this long- 
haul necessity, of communications and different tongues. A good 
friend introduced me to the European manager for a well-known 
American public relations firm, Gene Murphy. Gene is an Amer- 
ican from the last war who settled in Paris, married an American 
girl and has a family. We got to talking about this matter of lan- 
guage education, and the need for people on both sides of the At- 
lantic, or any ocean for that matter, to understand what the other 
person is Saying. 

In Italy, Germany, France, Belgium, to mention some of the 
common Market countries, they are working at a pace and tempo 
that surprises and almost frightens you, and the children are 
learning English. 

In Rome I saw Ed Hill, former Stars and Stripes editor, and 
editor, and now publisher of the English language Rome Daily 
Ameyican. 

Ed Hill said, ‘‘Italy is rapidly becoming Americanized. Fiat 
has created a new renaissance in Italy, almost 1,000,000 cars in 
Rome. In ten years we will have a European common market of 
some 200,000,000 people, customers,—and whose customers will 
they be?’’ 

So both Charlie Rogers in Milan and Ed Hill in Rome empha- 
sized how Italy’s business rebirth is founded on principles of free 
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enterprise. Mr. Rogers pointed out that in Italy they are making a 
lot of money. The government’s pump-priming has helped, but now 
they are digging up their own money. The Italians like Americans 
and want to know them better. They think more American visitors 
should spend a little less time in theart galleries and a little more 
time riding and walking around the city and seeing what is happen- 
ing, and the happenings are verging on the fantastic. 

There is a bright spot in the European scene—the wonderful 
job being done by such publishers as Time, Inc., Newsweek, U.S. 
News and World Report, with their overseas editions telling the 
American story. The New York times has an excellent daily 
Amsterdam edition, that comes out every morning, and you know 
the Paris edition of tiie Herald Tribune. On all the streets in 
Europe they have newsstands, huge ones, loaded with all kinds of 
publications, and on these you will also find Readers Digest, Holi- 
day and the Post, and a great array of these Italian, German and 
other newspapers which unfortunately I couldn’t read. I think I 
had better perhaps take a Berlitz course. The Wall Street Journal 
has a man selling space in Frankfort and London, so they are 
starting to cash in, too. 

I mentioned a few minutes ago about the long pull. Wouldn’t it 
be a good idea for all of us who have a stake and an interest in 
world trade—and here is our Seaway bobbing up—they consider 
over there it is a two-lane road, this way and west, east and west— 
to encourage our school boards and our college deans to turn on 
the heat when it comes to this matter of foreign languages? 


William J. Rogers* 


In the Department of Port Control we have under our jurisdic- 
tion both waterfront development preparing for the St. Lawrence 
Seaway and we are also in charge of aviation. Aviation today in 
Cleveland is second to none in the country. We also feel, judging 
from the reaction from the foreign countries and the representa- 
tives of foreign countries and also our local representatives, the 
shipping business of Cleveland has done a pretty fair job in pre- 
paring for the St. Lawrence Seaway traffic, the loadings that have 
come in. 

The job in my opinion was one of the most challenging ever 
given to a man in Cleveland. When appointed in 1954 it was 
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necessary to practically educate the citizens of Cleveland on the 
necessity of preparing the proper facilities to take care of this 
future shipping, which in those days was in a way a dream, but in 
spite of opposition, in spite of roadblocks, in spite of those who 
were pessimistic, we sold the people of Clevelandan idea, and they 
went along with us and gave us the necessary money in order to 
take care of this, these changes in the docks and the other neces- 
sities to take care of the large ships that are coming in. 

We have felt that there was a great potential because of the 
common St. Lawrence Seaway. We had a good reason to feel that 
way, because when it was realized that the leaders of the two great 
countries had decided it was worth while to spend a half billion 
dollars on developing the St. Lawrence Seaway there was some- 
thing worthwhile in the offing. 

So with that as an incentive, we went forward with the hope that 
what we did would bear fruit. 

We here in Cleveland—I am going off the track just a minute— 
believe in free enterprise. We are not competing with private cap- 
ital. In other words, we are doing the things that will allow them 
to come in here and take advantage of whatever the St. Lawrence 
Seaway potential is. All we did was to build the dock and the 
piers, take care of the utilities, the roads and the water and the 
power lines and so on, and then lease the land to those people and 
allow them to do what we have done through the years, allowing 
private capital, as I said before, to come in and advantageously 
invest their money, and on that basis we have I believe—in spite 
of the fact that others have set up municipal docks and piers and 
competition, and this is a matter of record—now a comparable 
setup to what they have on any port on Lake Erie, and comparable 
to Milwaukee, which started to develop over twenty-five years 
ago. 

The Chamber of Commerce, the utilities, big business have 
been behind us 100 per cent, and we know that from their reaction 
Cleveland, Northeastern Ohio, and then spilling over into all Ohio, 
there will be a new economy that Bob talked about, which will 
make our state the greatest in the nation. 

We are second today in industry, but we don’t stop there, and 
this is subscribed to by the leading economists of the country on 
the studies that have been made, that the St. Lawrence Seaway will 
first develop the Great Lakes area and then there will be spread 
back to the Eastern Coast and all over this country new oppor- 
tunities that will help industry and commerce. But that is not 
true alone in this country, judging by the reaction of the repre- 
sentatives of France and England, Switzerland, Germany and all 
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the countries, from men who come to our office and say to me, 
‘‘Rogers, this is great for us as well as it is for you, finally we 
have a chance to develop, finally we will have a chance to give 
our children the same opportunities that your children have, we 
will have jobs available, we will expect to sell to you as well as to 
buy.’’ They say, ‘‘If you don’t do it, it is fundamental that we will 
go over to other places, and they are reaching out for our business 
today,’’ and you know to what country I am referring. 

If we want to stay tops in world trade, there is no question in 
my mind but that we must continue to cooperate with those coun- 
tries who want to deal with us preferably. 

So again I repeat, I have to make it brief, and I am about 
through, I believe that every part of Ohio will develop, every part 
of this country will also reap the fruits of the St. Lawrence Seaway 
potential. It seems to be fundamental wherever there are new 
ports or old ports, wherever they may be, there you see thriving 
industry, much commerce, a heavy population, and it spills not 
only into the port city alone but within a radius of hundreds of 
miles. The states along the Eastern and Western Seaboards have 
by their records proven the statement that I have now made. 

So we have much to look forward to here in this Middle West, 
but also you who are from other parts of the country have much to 
look forward to, all over this country. The day is here that has 
given us and our children and those who will follow us opportuni- 
ties we little dreamed of a few years ago. 


XUM 


AGRICULTURAL MARKETING 


A. Business Contributions to 
Agricultural Marketing 


Lynn H, Stockman* 


HE purpose of this paper is to discuss some possible business 

contributions, or the application of business (industrial) meth- 
ods and attitudes, to some of the problems of the marketing of 
agricultural products. 

The focus here is to discuss—not to try to fell. It is obvious 
that there are no ‘‘pat answers’’ to the many problems which be- 
set agricultural producers and marketers. If there were, the 
many serious and intelligent students of Agriculture would have 
found them long ago. 

If there is any merit in having an outsider discuss these pro- 
blems with you, it probably lies in his point of view, and in his 
perspective and lack of prejudices and preconceived notions which 
are so likely to characterize each of us with respect to our own 
special spheres of interest. 

So, let us discuss some of the problems involved in the distri- 
bution of agricultural products and in the creation of demand for 
them, and of some things business is doing about some of the same 
marketing problems. 

There has been considerable talk for a number of years to the 
effect that ‘‘farming is big business.’’ The implication is that far- 
mers should adopt ‘‘business’’ attitudes and methods. For exam- 
ple, John Davis, a former Assistant Secretary of Agriculture, re- 
commends the term ‘‘Agribusiness’’ instead of ‘‘agriculture’’ to 
describe today’s farms! There is little doubt that this is so. The 


*Lynn H. Stockman, Associate Professor of Marketing in the Graduate School of 
Business Administration, Northwestern University, Evanston and Chicago, Illinois. 


1. John H. Davis, ‘‘From Agriculture to Agribusiness,’’ Harvard Business Re- 
view, January-February, 1956, p. 107. This is a very thoughtful and provocative 
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trend is very definitely toward the larger, corporate farm, and 
there seems to be no need to belabor the point. 

What, then, can farmers and farm groups, and agricultural 
economists, and all those who wholesale and retail farm products, 
do to increase the effectiveness of agricultural distribution? Of 
the many things that might be done, here are eight: 


1. Most of us need to change our attitudes and our tradi- 
tional ways of thinking about agricultural production 
and distribution., (Of this, and of the other points, 
more will be said shortly. This is merely an outline 
of some general areas of inquiry and possible action.) 

2. There is great need for some very basic research in 
the area of the ‘‘whys’’ and ‘‘thows’’ of the consumption 
of foods, fibers, and feeds. This research needs to go 
far below the depth of anything done to date. 

3. There remains to be done a tremendous amount of 
marketing research concerning the attitudes and basic 
motivations of the processors, wholesalers, retailers 
(as well as the end-users) of agricultural products. 

4. Greatly improved product development and adaptation 
of the product-mix to tomorrow’s markets. There 
seems to be, especially, a great opportunity to trade- 
up. This includes further innovations in packaging 
(and crating and bagging) in light of the needs and de- 
sires of processors, wholesalers, and retailers. 

5. Agriculture in general might well accept the advan- 
tages of concentration and integration. They are part 
of the contemporary scene; they are here to stay and 
will increase in the years ahead. To fight these forces 
is to wage a losing battle. It is better to accept them 
and to gain such advantages as are to be had. 

6. There is much to be done in the development of more, 
and more effective, industry and inter-industry pro- 
motional programs. One of the real needs of agricul- 
tural producers and marketers is to learn how to se- 
lect and to work with competent advertising agencies 
and other qualified promotional personnel. 

7. The curricula of our Schools of Business and of our 
Colleges of Agviculture need considerable objective 
appraisal in light of the kinds of markets and mar- 

keting methods we can expect in the 1960’s. Most of 


article. It, along with Alden Grime’s paper, should be required reading for every 
citizen of voting age. 
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us are probably too old for radical change, but per- 
haps we can begin to lay the foundations for the nec- 
essary changes in outlook, perspective, and under- 
standing which will be necessary if we are to cope 
successfully with the domestic and foreign marketing 
problems of the decade ahead. 

. Finally, among the many things that might be done, we 
need to get angry enough, and vocal enough, to do away 
with our absurd farm-support program, and let farm- 
ers and the business of farming return to the free- 
enterprise system. 


Now, let us consider each of these eight points in somewhat 
more detail. 

First: Our attitudes toward agriculture and agricultural dis- 
tribution. 


What is the ‘‘received doctrine?’’ It goes something like this: 


1) Agriculture is characterized by a considerable amount 
of excess capacity, so there is constant downward 
pressure on price. Remedy: Government must keep 
price up. 

There is a great homogeneity of product. Result: 
promotion is largely wasted. 

There is atomistic competition. Concommitant: the 
individual producer is at the whim of the market place. 
There is price inelasticity of supply and demand (ex- 
cept for certain cross-elasticities.) Meaning? Pro- 
duce all you can, over and above variable costs. If you 
don’t, your neighbor will! 

Great distances separate the producer and the ultimate 
consumer, with the frequent intervention of interme- 
diate handlers and processors. This means: the pro- 
ducer has no means of influencing the ultimate user. 

6) The difficulties of adjusting scale of output to market 
conditions are insurmountable. Put the whole farm in 
the soil bank. 

7) Production is of necessity seasonal, and the costs of 
perishability, transport, and storage, are prohibitive. 


We could go on, but these are illustrative of the ‘‘received doc- 
trine,’’ and they are all in Clark and Weld, published in 1921. 

But, the point is, this is 1959, and we are here assembled to 
consider marketing in the 1960’s. Is the received doctrine still 
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valid after 40 years? In some respects, yes. The conditions 
which surround the marketing of agricultural products are such as 
to make distribution and the creation of demand tough jobs. But, 
are they impossible jobs? Some of us think the task is not insur- 
mountable. 

What would industry do? What does industry do? Some of the 
answers are to be found in the points discussed below. 

First: Shed your preconceived points of view, your built-in 
biases, your preconceived notions that the only solutionto the farm 
problem is ever-higher Government support programs. This is 
the first condition for progress in agricultural distribution. 

Second: The second consideration which industry might sug- 
gest to Agriculture is basic research into the real motivations, 
satisfactions, and the ‘‘images’’ concerned with the consumption of 
foods, fibers, and feeds. What is behind the great avoidance of 
*“‘starches?’’ What is all this about heart disease and butter? 

Here is an area in which many industrial firms are today very 
much concerned. What is the ‘‘corporate image?’’ What does it 
mean to the public? To customers? To stockholders? To The 
Congress? Might not Agriculture benefit from some real depth 
probing into the stratified images of ‘‘agriculture’’ and of ‘‘foods’’ 
of various kinds? 

One of the first lessons that is taught in any basic course in 
marketing is that one succeeds only to the extent that he can sup- 
ply the market (or markets) with the kinds of commodities which 
the market desires—or can be made to desire—at the appropriate 
times and places, and at the appropriate price. Do agricultural 
producers really know what ‘‘the market’’ wants? Business spends 
millions of dollars trying to find out preferences for detergents, 
toothpastes, home permanents. Might not agricultural producers 
and processors similarly benefit from similar research? 

The day is past when most Americans—and a considerable 
number of those abroad—pay money simply for food, clothing, and 
shelter. Instead, they are buying status symbols; they are buying 
fun; they are buying ‘‘a way of life.’’ This way of life is very im- 
portant to an increasing number of us in America. It will grow 
increasingly important in the 1960’s as more and more families 
have an increasing disposable personal income. What is Agricul- 
ture doing about capturing a share of this increase? 

There are a number of provocative studies of consumer expen- 
ditures, among which might be mentioned those of Life Magazine 
and of Burleigh Gardner’s Social Research Institute. The latter 
has recently published a work entitled Bluecollar Wife. Among 
the subjects explored is the attitude of the so-called bluecollar 
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wife toward food, and her allocation of the family income for food 
products. Let me suggest that those of you who are in the ‘“‘pro- 
fessional’’ and the ‘‘white collar’’ classes will find some startling 
revelations concerning the attitudes of other classes toward food, 
cooking, and the home. Aren’t these the kinds of facts which one 
needs to do an efficient job of distributing and promoting agricul- 
tural products? After all, ‘‘bluecollar workers’’ account for al- 
most one-half of the total U. S. labor force. 

Many other, significant, types of basic research are being car- 
ried on by other independent research organizations and by the 
research departments of innumerable advertising agencies. Yet, 
to my knowledge, no marketing research developments of the 
U.S.D.A. have gone below the entirely inadequate and superficial 
level of the ‘‘consumer-preference’’ type of investigation. (In all 
fairness to U.S.D.A., it should be pointed out that ‘‘policy consid- 
erations’’ do not permit of the types of basic research here sug- 
gested.) 

Third: It was pointed out earlier that a great deal remains to 
be done in the area of research concerning the attitudes of re- 
tailers and of wholesalers, and of processors of farm products. 
This is in addition to research involving ultimate consumers, 

One suspects, for example, that the amounts and kinds of retail 
display given farm products have very significant bearings on how 
well those products sell at retail. How much do we really know 
about dealer attitudes toward agricultural products—in their raw 
state, at least? Progressive firms selling processed farm pro- 
ducts have for years been conducting research aimed at deter- 
mining the optimum allocation of shelf space between various 
sizes, brands, and combinations of consumer products. They have 
been studying the impact of national promotions versus local and 
in-store promotions. By now they have rather well-defined notions 
as to the optima toward which to aim. Some producers and dis- 
tributors of farm products have been similarly engaged—but they 
are few in number. 

I am anxious to learn what Wayne Lee will have to say about 
the allocation of shelf space in today’s supermarket. Certainly 
this is a problem of prime importance both to retail management 
and to those who would sell through retailers. The modern super- 
market operator, in attempting to choose between 5,000 and 6,000 
items, has indeed a difficult and perplexing task. What is the opti- 
mum return per foot of shelf space? Obviously, a store cannot 
stock all brands and varieties of everything. Where, then, does 
one draw the line? Should the supermarket give one or two or 
three feet of shelf space to lettuce or spinach or carrots? Or none 
at all? 
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Progressive firms which market processed consumer goods 
have made intensive studies of these problems. Their salesmen 
(many of whom are really sales consultants) are prepared to dem- 
onstrate to the retailer how he can realize the optimum net return 
on investment by this or that shelf arrangement and display. The 
farmer, 3,000 miles away from the same store, has no chance to 
do this. Or does he, perhaps? Here again we might well shed our 
preconceived notions. Perhaps the farmer, or his representative, 
can do more at the retail level than he thinks he can. Certainly, 
business firms of all kinds are spending more and more to secure 
retailer cooperation. In fact, securing adequate shelf space and 
in-store promotion is one of the most pressing problems con- 
fronting today’s marketing managers. If agriculture is, in fact, 
Agribusiness, then perhaps more thought should be given to ways 
and means of studying retailer and wholesaler attitudes toward 
farm products. Perhaps more research should be undertaken to 
determine how farm products can be made as attractive to super- 
market managers as are the high-margin, fast-turn products of 
the rack jobbers. 

Fourth: Product Development and Modification of the Product- 
Mix. 

Business is keenly aware of the ‘‘income revolution’’ which 
has taken place in the United States in the last ten or fifteen years. 
One wonders if the producers and distributors of agricultural pro- 
ducts are as well aware of the ‘‘great middle-class luxury mar- 
ket.’’ Not only have there been shifts in income, but there have 
been shifts in consumer attitudes toward foods and other agricul- 
tural products. 

For the vast majority of the people in the United States, the 
purchase of food and other agricultural commdities has ceased to 
be for subsistence reasons. Rather, there is the very real influ- 
ence of ‘“‘the image’’ and of the ‘‘status symbol.’’ For example, 
the millions of patio chefs scattered about the perifery of each of 
our major (and not-so-major) cities, provide a prime market for 
all kinds of agricultural products. Business—as characterized by 
the makers of charcoal, broilers, chefs’ caps, and what have you— 
has been aiming at this market for years. What has agriculture, 
whose products are a main consumption factor here, done? 

A few meat packers are making a special bid for this large and 
growing market and are reportedly doing very well. Otherwise, 
agriculture doesn’t seem to be doing much with broiler-ready pro- 
ducts for the backyard chef. 

Also in keeping with modification of the product and package 
might be a study of spoilage of fruits and vegetables at the whole- 
sale and retail levels. Such a study might reveal that the 
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generation-old peck, bushel, and crate are not suited to the needs 
of today’s wholesaler, retailer, or consumer. These are merely 
suggestions as to the kinds of research that might well be taking 
place today. Perhaps in the eyes of those who know agriculture 
well they are impractical suggestions. But from a business stand- 
point they seem to be the kinds of thinking that should be under- 
taken in contemplation of marketing in the 1960’s. 

Fifth: Concentration and Integration. 

It is generally well known that the 1950’s have constituted a de- 
cade characterized by a multitude of industrial mergers. This is 
likely to continue in the 1960’s. Somewhat less well known, by the 
general public at least, is the very marked trend toward the merg- 
ing of small farms into agricultural corporate giants. However 
nostalgically one may mourn the passing of the ‘“‘family farm,’’ with 
its quilting bees and moonlight hayrides, the fact remains that 
more and more farms in the 1960’s will be large, will be managed 
as industrial enterprises, and will represent tremendous capital 
investments. 

This will entail some serious personal and social readjust- 
ments for those directly involved, but for Agribusiness generally, 
some real benefits can accrue. For example: economies of 
scale heretofore unknown can be realized. Planning and increased 
know-how will replace dependence on political favor and govern- 
ment subsidies. 

Perhaps an increasing number of farm corporations and coop- 
eratives will have the finances and the foresight to follow their 
products to market and to promote them in a manner similar to 
that which is so characteristic of today’s industrial firms. Per- 
haps farmers in the 1960’s will learn the advantages which accrue 
from working closely with intermediate processors, wholesalers, 
and retailers. This, at least, is what business does. 

Sixth: Creation of Demand. 

Farm groups are, in increasing numbers, attempting various 
kinds of advertising programs and in-store promotions. Yet, one 
suspects that many of these farm groups, and agricultural econo- 
mists, have a great deal to learn about what can and cannot be 
done in the way of demand creation. 

Even a casual survey of the professional literature pertaining 
to agricultural economics reveals a number of articles on ‘“‘de- 
mand manipulation.’’ But (and Vance Packard notwithstanding) 
most businessmen know that one does not ‘‘manipulate’’ demand. 
That is, one cannot usually get people to accept a product or a 
service simply by spending a few thousand dollars for advertising. 
Rather, effective demand creation usually involves a combination 
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of many kinds of promotion, within the framework of a carefully 
planned and thoroughly researched marketing program. 

One suspects also that to a considerable number of agricultural 
marketers and agricultural economists, advertising and demand 
creation have a certain amount of ‘‘evil’’ in them. For example, 
one highly-respected member of the profession addressed his 
colleagues as follows: 


it has become increasingly popular to remind 
ourselves that farming is a business, and as this [sic] 
insinuates business methods. Meanwhile we grow more 
uncomfortably aware of the zeal with which the adver- 
tising fraternity will allege the superiority of one pro- 
duct over its identical twin, and we look on (uneasily?) as 
one of our professional colleagues extolls the merits of 
milk on the Disney show. 


Do businessmen look on ‘‘uneasily’’ at their advertising and 
their marketing programs? Probably so, if they think their com- 
petitors’ programs are more effective than their own. But not be- 
cause they think there is something ‘‘morally wrong’’ with demand 
creation. This “huckster’’ attitude on the part of agricultural 
economists is probably one of the greatest deterrents to the ef- 
fective and businesslike creation of demand for agricultural pro- 
ducts. Anyone who has ever worked with advertising-agency 
people knows that the ‘‘hucksters’’ exist mainly in novels and in 
movies. As real, live advertising personages, they are relatively 
few in number, and there are fewer every day. 

In fact, if farm groups are ever to develop sound, effective 
marketing programs, one of the prime requisites is to learn how 
to select and to work with good, competent advertising agencies. 
Thus, business advice to agriculture would probably be to forget 
“demand manipulation’’ (except as an exercise in economic theory) 
and to turn to the professionals for the development and the exe- 
cution of sound marketing programs. 

Seventh: Revision of Curricula. 

If agriculture is indeed Agribusiness, then it would seem wise 
to include some real business courses in the curricula of the 
Schools of Agriculture. Such courses should go far deeper into the 


2. Roger W. Gray, ‘‘An Orientation for Marketing Research,’’ in Agricultural 
Marketing Research in the West,’ (proceedings of the conference of the Committee 
on Agricultural Marketing Research of the Western Agricultural Economics Re- 
search Council, meeting in Reno, Nevada, December 2-6, 1957), p. 57. 
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forces and facts of life in the marketplace than does the traditional 
course in Agricultural Marketing or Agricultural Economics. 

In the same vein, it may be noted that Industry is coming to be 
more and more ‘‘marketing oriented.’’ To compete successfully 
in the 1960’s, so must agriculture. The focus of agricultural ef- 
fort must shift from producing that which will result in the 
greatest Federal subsidy check and turn instead to that which the 
consumer (and the retailer and the wholesaler and the processor) 
desires. In brief, agriculture, which has traditionally been pro- 
duction-oriented, must become market-oriented. 

In addition, industry and progressive Schools of Business are 
now recognizing that the successful marketer of the 1960’s will 
have to have a far better grasp of the interrelationships between 
marketing, sociology, psychology, anthropology, and the other so- 
cial sciences. It is also recognized that much remains to be done 
in the vast area of human communications. 

Most of us here assembled are too old to go back and to try to 
master these interdisciplinary skills. But industry suggests that 
the least we can do is to recognize their importance and try to in- 
clude them in the curricula of the 1960’s. 

Eighth: Competition in Agricultural Production and Marketing. 

Of the many concepts and methods which industry might con- 
tribute to agriculture, competition is perhaps the most important. 
Most of us here today are probably in agreement that the necessity 
for competing—and the ability to compete—has made American 
industry great and will help keep it great. Competition in Agvi- 
business seems just as important if farmers are to produce and to 
market ever more efficiently at lower cost andgreater profit. 

Alden Grimes has done such an excellent job of discussing this 
area with you that I have little to add. Stated very simply, the 
solution to the ‘‘farm problem’’—as viewed from an industrial 
perspective—lies in the continuing education of the farm populace, 
and in the election of statesmen to replace politicians. These 
statesmen will put the welfare of the United States and of agricul- 
ture ahead of their own political fortunes. 


Summary: 


In brief, these are eight of many potential business contribu- 
tions to agriculture: 


3. We at Northwestern University have been fortunate in having a grant from 
the Ford Foundation which has enabled us to devote literally thousands of man-hours 
to the study of course content, teaching methods, and curricula revision. Some of 
our thinking and our conclusions are contained in a booklet entitled ‘‘Toward a Lib- 
eral Education for Business’’ which is available on request. 
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1. Let us change our attitudes and our traditional ways of 
thinking about agriculture and the distribution of agri- 
cultural products. Let us look at agriculture as Agri- 
business. 

2. Let us undertake some very basic research into the 
attitudes and of the ‘‘whys’’ and ‘“‘hows’’ of the fabri- 
cation and consumption of agricultural products. 

3. Let us look closely at the attitudes and the motivations 
of the processors of agricultural products, as well as 
the wholesalers and retailers of farm products. 

4. Let us take advantage of the tremendous opportunities 
to adapt the agricultural product-mix to the needs and 
the desires of the markets of the 1960’s and to ‘“‘trade- 
up’’ wherever possible. 

5. Let us take full advantage of the efficiencies and of the 
increased planning and know-how which are certain 
concommitants of the integration and concentration of 
agricultural production. 

6. Let us learn how to develop more, and more effective, 
industry and inter-industry agricultural promotional 
programs. 

7. Let us examine and revise the curricula of the Col- 
leges of Agriculture in light of the marketing requi- 
sites of the 1960’s. 

8. Let us do away with the absurd intervention of Govern- 
ment in Agriculture, to the end that agricultural pro- 
duction and agricultural marketing can once again 
realize the benefits which accrue from competition in 
the marketplace, both at home and abroad. 


ch 
| 


B. Reorientation of Market Development 
in Agriculture 


Alden R. Grimes* 


[° like to address myself to three questions: 


1. What is the basic orientation of our present price- 
support program? 

2. How can we go about reorienting it for the benefit of 
the total country as well as that of our farmers? 

3. What part must each of us play inthis reorientation? 


The farm programs of the last 25 years have served useful and 
important roles during the period. They helped agriculture out of 
the depression period and assured adequacy of production for the 
War period. 

The basic orientation of our price-support program for 25 
years has been a production control approach, 

It has been conveniently assumed that demand is totally a func- 
tion of supply and price; that demand for farm commodities can- 
not be altered in any economic fashion other than by production 
control. 

As a result of this production orientation, we have seen a suc- 
cession of trial-and-error manipulations of supply which all but 
ignore all other phases in the total marketing process. And, by 
the time that you add political commitment to maintain farm in- 
come, you are inevitably headed for a still larger surplus. 

Within the production orientation, there are two basic elements 
which we have tried unsuccessfully to apply to reduce production: 


1. We have reduced acreage by law and by land bank 
schemes. 

2. We have reduced percent of parity paid as a price 
support. 


What actual hope is there to balance supply and demand by such 
manipulation of production input? 

When we reduce acreage, the politicians have always required 
that we compensate for the reduction. We either pay farmers to 


*Alden R. Grimes, Vice President, Campbell-Mithun, Inc., Chicago. 
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take the land out of production by a land bank scheme or give 
them a price-support level which protects their income. In either 
case, we stimulate rather than discourage production. We give 
them the funds for fertilizer to make the remaining acreage more 
productive. And we either divert the acreage removed from one 
crop to the production of a surplus in another—or permit it to be 
restored to greater fertility for the following year’s crop. 

The futility of acreage controls in the light of agricultural ad- 
vances is amply evidenced by wheat. In ten years, we have re- 
duced our total wheat acreage by 25 million acres. But, witha 
31 per cent reduction in acreage we will this year grow 7 per cent 
more wheat than we did ten years ago. 

In the dairy industry, where we are dealing with cows rather 
than acres, the story is much the same. In this case, the total 
surplus (which amounts to only 4-6 per cent of annual dairy pro- 
duction) comes from marginal farms which do not rely on dairying 
as an important source of income. But these marginal farms will 
remain in production as long as we have a price-support program. 

To dramatize the impossibility of controlling dairy production 
through reduction of the number of cows, let me cite a couple of 
statistics based on what we have learned about breeding and feed- 
ing to raise production per cow. We today have some 1-1/4 mil- 
lion dairy farms. But dairy science and management has advanced 
to the point where it would be possible to produce all the milk we 
get from those 1-1/4 million farms by improving the production 
per cow on 325,000 farms. 

In such circumstances, how long can we continue to keep mar- 
ginal dairy farms in operation through costly price-support pro- 
grams? How long can we permit such programs to price dairy 
products out of the market so that we continue to lose consumption 
demand? 

Any return to a free market for farm commodities must, ob- 
viously, be accomplished by a gradual reduction of price supports. 
But, here again, our economists are frustrated at every turn by 
the politicians. 

It is inevitable that wheat supports must be reduced. But such 
reduction must be accompanied by effective restriction of the 
number of bushels which will be supported or we simply invite 
farmers to increase production to offset lower price supports. 

With $3 billion worth of surplus wheat already on hand, Con- 
gress is currently proposing that we once again reduce acreage, 
but only if we raise price supports—thereby giving the farmer the 
money for fertilizer and equipment to increase the yield per acre. 
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And, if we ever succeed in finding a feasible way to administer 
a program which supports only a given number of bushels of 
wheat, you can rest assured that the politicians will either revise 
the parity period or substantially increase the support per bushel 
to protect wheat income. 

After 25 years of production-oriented farm programs, which 
have increasingly amassed surplus, the lesson should be rather 
obvious that artificial production control is not the answer to our 
farm problem. 

How much longer must we continue this negative marketing 
which puts farm commodities in government storehouses instead 
of in consumer stomachs? 

How much longer must we contirue to systematically destroy 
the consumer market for our farm products by unnecessary eco- 
nomic manipulation which prices them out of the market? 

If you ask the politicians and economists, the answer is 
‘‘Forevermore.’’ 

Their idea of market development, as evidenced by the Bills 
before Congress, appears to be one of making Government a better 
market. 

Isn’t it about time that we recognize that markets are people— 
not governments? 

(The argument that the human stomach won’t hold more is 
naive. It ignores the possibilities of converting grain to meat, of 
the tremendous concentration of such commodities as milk when 
processed into other forms such as cheese and butter. It ignores 
economic growth which has brought new stomachs into the market 
for many commodities. And it erroneously assumes that our food 
crops must be consumed solely as food, ignoring potential non- 
food uses.) 

Isn’t it about time that we ask ourselves whether our problem 
is really one of over-production—or whether it is one of under- 
consumption? 

Isn’t it about time that we recognize that we have a sales pro- 
blem rather than a production problem and reorient our agricul- 
tural marketing approach accordingly? 

Isn’t it about time that we stop the economic destruction of our 
farm crops by the price-support program? It’s a politically safer 
move than plowing them under or burning them up, but it is even 
more wasteful of our resources. 

Can’t we provide the marketing leadership to make agriculture 
the nation’s leading business rather than the nation’s leading 
charity ? 

How would a businessman reorient agricultural market de- 
velopment? 
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He’d begin with the realization that there are only three ways 
by which you can expand a market? 


1. Get more people to use the product 
2. Get more people to use it more frequently 
3. Get more people to use it in greater volume per use. 


The key words in all three approaches are ‘‘people’’ and 
“use.’’ 

If we are to interest people in using more farm products, we 
must obviously take consumer wants into consideration. We must 
offer what consumers want rather than what we have to sell. 

We seem to have no difficulty in spending $5.4 billion to remove 
unwanted farm commodities from the consumer market. But we 
face a real struggle getting a small fraction of that amount to sup- 
port product development research which can expand consumer 
demand, 

If we reorient our so-called agricultural marketing program to 
a positive approach, there are unlimited opportunities for most of 
our farm commodities. 

A total marketing approach would divert some of these wasteful 
price-support expenditures to diversify product forms and uses 
for each of our farm products. 

While we spend millions to remove surplus butter from the 
market, we spend pennies to develop and evaluate the market po- 
tential of alternative forms of this product. 

Why can’t we develop a new form of butter which is lower in fat 
content? Why can’t we develop a butter which, through the addi- 
tion of vegetable fats, can be sold at a lower price and, thereby, 
expand the total market for butter and the demand for butterfat? 

Such changes are easily possible within any product develop- 
ment research program. It is also a relatively simple matter to 
conduct market experiments to determine whether these new pro- 
duct forms would simply be substituted for present butter or 
would result in the expansion of total demand. 

Unless we have a program which courageously undertakes 
such research, however, we will never have the facts necessary to 
save and expand the butter market which is the keystone of our 
dairy economy. Our status-quo politicians will otherwise doom 
the butter market to oblivion. 

The success of Proctor & Gamble and many of our leading 
business firms has been built on the basis of competing with one’s 
self. If you produce a leading brand of soap, it is more efficient 
to introduce a second and competing brand than it is to expand the 
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market for the first. That second brand will take some business 
away from your top seller, but you’ll wind up with a larger total 
market for the two brands combined. 

Can’t this same successful business philosophy be applied to 
many agricultural products? While we’re not in the brand busi- 
ness, we can create product differentiation, diversification of pro- 
duct form, packaging, and pricing. By so doing, we can open up 
new outlets for farm commodities and increase product availabil- 
ity to the consumer. All of these procedures are common to busi- 
ness. Why should we ignore them in agriculture? 

Demand for any product must be created and maintained or the 
product will inevitably be displaced. 

Why do we disregard this competitive fact of life in our agri- 
cultural marketing program? 

Our economists speak of ‘‘demand’’ as though it were the in- 
alienable right of agricultural commodities. In a time when we 
are already capable of synthetically producing food and fibre sub- 
stitutes, how long can we continue to kid ourselves that there is an 
inelastic demand for all farm products? 

Why must we hide our heads in the sand rather than concede 
that promotion is essential to demand for farm products? 

There is ample evidence that demand for many products has 
been created, maintained, and expanded by promotion. 

Profit motivated firms invest $11 billion in advertising each 
year—a sum coincidentally equivalent to that which we spend for 
all other forms of public education. 

Can we ignore the social and economic impact of that invest- 
ment as it affects the demand for products? 

Is it logical that the advertising investment should continue to 
grow each year if it is as economically wasteful as some would 
have us believe? 

How long can we afford to maintain this holier-than-thou 
idealism which condemns promotion of farm products in a market 
flooded with the promotion of alternative product and economic 
choices? 

Isn’t it rather paradoxical that the people who are most voci- 
ferous in condemning the economic waste of advertising are the 
Same people who advocate our spending $5.4 billion this year to 
waste our manpower and land resources in the production of 
unwanted farm surplus? 

I do not advocate that the government should spend our tax 
money for advertising farm products. In a free-enterprise system 
the economic responsibility for such promotion must rest with the 
producer organizations, processors and distributors of farm 
products. 
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But I do advocate that government, having controlled agricul- 
tural marketing now for a quarter of a century, has assumed an 
obligation to assist these groups in an orderly return to a free 
market for agricultural products. 

It cannot restrict its expenditures to negative marketing—to 
production control—if we are ever to restore the free market. 

It cannot isolate agriculture or any product within agriculture 
from the necessity of competing against all other products and 
economic choices available to consumers. Those who fear com- 
petition really fear progress itself. And those who talk of agri- 
culture in the aggregate and the dangers of modernizing it for fear 
that it will upset our economy have already been victorious in re- 
tarding agriculture’s true marketing progress by a quarter ofa 
century. 

Government must reorient its agricultural marketing program 
to place increased emphasis on market development—increased 
emphasis on learning how we can use all of the marketing tools for 
the benefit of agriculture. 

Two specific approaches will be immediately suggested to 
those of you who are concerned with commercial marketing: 


1. Product development research is imperative. We need 
to expand the excellent but limited facilities of our 
present USDA Utilization laboratories. 

We need to develop a program which will stimulate, 
coordinate, and communicate agricultural product de- 
velopment research not only in government, but also 
in academic and commercial areas. 

We need to have a program which provides marketing 
leadership for this product development research so 
that energies will be channeled into productive areas 
of investigation and commercially oriented toward 
expansion of consumer markets. 

2. Market development research is similarly imperative. 

Again, we have a good but inadequately financed be- 
ginning within the USDA’s Agricultural Marketing Ser- 
vice. 
But we need a program which orients these efforts 
commercially to assure application of what we learn. 
(This is in no way a reflection on the skills of mar- 
keting people within the USDA. If you’ve had occasion 
to work with them as I have, you have a firm appre- 
ciation that we have some outstandingly qualified men 
in this area who would be an asset to any business 
firm.) 
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But Congressional approval of budgets for such pro- 
grams demands an expression of interest and parti- 
cipation by industry elements. It is essential, there- 
fore, that any USDA market development program be 
set up so that it can ‘“‘borrow’’ industry marketing men 
as consultants. Such a program would not only draw 
upon the wealth of commercial marketing experience 
in formulating Government farm programs, but also 
would assure the essential coordination of Government 
and industry efforts in solving agricultural marketing 
problems. 


It may be argued that industry should volunteer its marketing 
know-how to Government. But this is wishful thinking. Commer- 
cial marketing men are far too involved in their own problems to 
intrude in Government planning—particularly when the present 
program has a negative marketing orientation. 

It is again wishful thinking to assume that Congress will actu- 
ally divert price-support monies to the positive role of consumer 
market development. You can’t stop the handout while you inves- 
tigate the alternative of income from the commercial sales of 
farm products. 

But the time is ripe for an astute politician to capitalize on 
how price-supports have robbed the farmer of all control of his 
personal destiny. He has become a slave laborer under a farm 
program which dictates not only what and how much he may pro- 
duce, but also how much income he may receive for his efforts. 

It is not difficult to visualize how voters can be made tremen- 
dously sympathetic toward a farmer who thus is compelled to rely 
on political whim for his very livelihood while big corporate 
farming operations prosper through government handouts. 

And it is not difficult to see how voters might look very favor- 
ably on any agricultural market development bill which promised 
to restore economic opportunity for farmers. 

When you realize that such a market development program is 
also the only farm program which holds the promise of a $5.4 
billion tax reduction, of a reduction of consumer food and clothing 
costs, and the end of socialistic control of the nation’s farms, you 
realize that it makes economic as well as political sense. 

What can we do to bring about this reorientation of our agri- 
cultural marketing program? 

As members of the American Marketing Association, we can 
assist in providing the leadership essential to the development of 
a sound market development program for agriculture. 
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As individuals skilled in marketing, we can contribute directly 
to a better understanding of the economic nonsense of our present 
production controls and the need of positive reorientation in farm 
planning. 

As taxpayers, we can make our Congressmen aware of the 
positive alternatives to our present program—alternatives which 
can ultimately lessen our tax burden substantially while restoring 
a free and profitable market for the products of our country’s 
farms. 


| 
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C. Space Management in Retail Stores 


and Implications to Agriculture 


Wayne Lee* 


HE development of self-service retailing and the concentration 

of retailing ownership has made space allocation in retail 
stores important to all segments of the food industry and a basic 
element in many current problems. This presentation will indi- 
cate the direction of thinking of some basic research on this 
problem. 

To control or influence space allocations in retail stores, it is 
first necessary to understand the variables involved and their 
interrelationships. It is necessary for retailers in order to take 
appropriate action to maximize profits as retailers. It is nec- 
essary for product suppliers in order to take appropriate action 
resulting in optimum exposure of their own products. 

In some instances the objectives of product suppliers to gain 
more space and therefore increase sales of their own product, 
have been in conflict with the objectives of retail store manage- 
ment. Store management is interested in maximizing profits 
from all products carried in the store. In seeking to accomplish 
this objective, it makes little difference to a store manager 
whether his returns from a unit of display space come from one 
product or another. In seeking maximum profits, his task is to 
juggle displays in such a way as to maximize profits from all pro- 
ducts in the store. 

Since retailers control space allocation decisions, a good 
starting point is to evaluate space allocations from the point of 


*Wayne Lee, Professor of Marketing, The Pennsylvania State University. 
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view of retailer profit objectives. This also will indicate funda- 
mental actions that product suppliers can take to influence space 
allocations consistent with their own profit objectives as well as 
the profit objectives of retailers. 

In evaluating the complex problem of space allocation, it is 
important to recognize that retail space performs several func- 
tions. These include the promotional function—building store 
traffic, the merchandising function—building impulse sales from 
existing store traffic, and the inventory of logistics function— 
maintaining availability. 

In addition to these functions of space, we must take into ac- 
count other variables such as substitution among products, the 
size of the stocking unit in restocking retail shelves, and the fre- 
quency of stocking. 


Inventory Function of Space 


In evaluating space allocation decisions, it is important to re- 
cognize that retail space performs several functions. In illus- 
trating the development of our model we will start with what is 
perhaps the most important function of store space—the inventory 
function. By this we mean simply the function of store space in 
making products available to consumers. This is closely related 
to the out-of-stock problem. Improper space allocations leads to 
out-of-stock conditions in certain products. This means lost 
sales not only to the product supplier but also to store manage- 
ment. 

In order to maximize total store profits, store management 
must juggle space in such a way as to minimize losses from out- 
of-stock conditicns. If a store is continually running out of one 
product and never running out of a second product, it seems clear 
that by giving up some space in the second product and assigning 
it to the first product, lost sales will be reduced and profits will 
be increased. 

The additional returns that would be realized from the addi- 
tional space assigned to a product represents the marginal returns 
to space. This could also be called the rental value of space. 

The general condition required for profit maximization is that 
marginal returns to space be equal for all items. 

Now let me give you an arithmetic illustration to indicate how 
this works out. Consider an allocation of a fixed and limited 
amount of space between two products. Typical information in 
evaluating a particular allocation might be as follows: 
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Product A Product B 


Space allocated (Sq. Ft.) 16 8 
Average weekly sales $150 $100 
Weekly turnover 3 3 
Average profit per unit of space $2.50 $3.25 
Percent of department sales 12% 8% 


This information strongly suggests that too much space is be- 
ing allocated to Product A. Space is given to Product A in the 
ratio of 2 to 1 compared with Product B. None of the performance 
data indicates a ratio as high as 2 to 1 in favor of Product A. 

However, mathematical analysis reveals that the criteria for 
store profit maximization aré not found in average performance 
data for past space allocations but rather in the consequences of 
possible changes in allocations of space to items. 

If the decision being made is whether to keep Product A or 
Product B in the store, average performance data is satisfactory. 
But this is not usually the decision with which we are concerned. 
Usually we are more interested in whether we should modify the 
amount of space allocated to a particular product. To increase 
total profits from the sale of both Product A and Product B, the 
relevant questions are: 


(1) How much additional profit could be made in Product 
A with one more unit of Product B space? 

(2) How much additional profit could be made in Product 
B with one more unit of the Product A space? 


To answer such questions we need to know: 


(1) How much profit is made in selling a unit of space of 
Product A (or B)? 

(2) How often would such an additional unit of space of 
Product A (or B) be sold? 


These questions define two fundamental concepts in evaluating 
space allocation from the inventory of logistics function of space. 
These are: 


(1) Profit capacity per unit of space. This considers 
both the profit margin and the amount of space occu- 
pied by a unit of a product. 

(2) The depletion risk. This depends on the space allo- 
cated to a product, average and variation in sales, 


| 
| 


526 MARKETING KEYS TO PROFITS IN THE 1960’s 
and stocking methods relating to size of stocking 
unit and frequency of stocking. 


Let’s re-examine the space allocation decision previously 
given in the light of these fundamental concepts. 


Product A Product B 
Profit capacity per unit of space (m/s) $3.00 $4.00 
Depletion risk (percent of stocking 
periods with probable stockouts (A) 15% 5% 
Expected additional profit with 
extra unit of space (Rs) 45¢ 20¢ 


In evaluating the space allocation among these two products, 
contrary to the impression from the previous average perform- 
ance data, it is clear that Product A should be given still more 
space even at the expense of Product B. Again, for profit maxi- 
mization, this adjustment should be carried on until the additional 
profit per extra unit of space is equal for the two products. From 
the inventory or logistics point of view, the mathematical formula 
for this marginal return to space is: 


Rg = m/sA 


How do we determine the depletion risk for a product asso- 
ciated with a given space allocation? The intuitive way of looking 
at this is to consider the percent of stocking periods in which a 
product might be out of stock with a given space allocation. With 


Illustration of Derivation of 
Frequency 


of Depletion Risk from Sales Data 
Occurrence 


— Level of Stocking 
(Space Allocation) 


Depletion Risk (A) 


Sales.per period (Week) 


A is available from 
Stocking level - Average Sales 


where Standard Deviation of Sales 


va= 
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the use of statistical logic, the depletion risk can be computed 
from sales data. The following illustration indicates how this is 
done and how average sales and variation in sales are related to 
this factor: 


Substitution 


In developing the inventory aspect of our space allocation mod- 
el, we have hinted at some of the other elements which must be 
considered. One of these is the substitution factor. An out-of- 
stock condition will not reduce total store profits if consumers 
will readily substitute another product for the one out-of-stock. 
This must be taken into account in evaluating space allocation de- 
cisions, 

Our previous mathematical formula must be revised to include 
substitution possibilities. The formula now becomes: 


Rg = m/s (1-Q)A, 


where Q is the probability that a substitute will be purchased for a 
product out-of-stock. Therefore 1-Q represents an adjustment 
downward of the depletion risk involved in an out-of-stock condi- 
tion. This can be illustrated in the type of chart showing the re- 
lationship between sales data and depletion risk. The revised de- 
pletion risk is (1-Q)A. 


Frequency Illustration of Derivation of 
of 


Depletion Risk from Sales Data 
Occurrence 


— Level of Stocking 
(Space Allocation) 


QA 


(1-Q)A 


Sales per period (Week) 


A is available from 
Stocking level - Average Sales 
Standard Deviation of Sales 


tables of t where t = 


= 
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Merchandising Effect of Space 


Another function of space which must be taken into account is 
the merchandising effect. This might also be called the effect of 
space in building impulse sales. 

The effect of space in increasing sales of a product is illus- 
trated in the following diagram. 


Space Allotment 


The slope of this line at any particular allocation of shelf space 
indicates the effect of an additional unit of shelf space in increas- 
ing sales. This effect we will call M. It may be large in the area 
of small allotments and relatively small as the allotment in- 
creases to a fairly large display. Our mathematical formula must 
now be further revised as follows: 


Rs = [((l-@)A) + M (1-(1-q)A)] 


Note that M does not enter into the first part of the expression 
but is in the latter part. In other words, space has no merchan- 
dising effect when a product is out-of-stock but its effect is felt 
when there is stock on the shelf. In the case of perishables, the 
merchandising effect of space may be diminished considerably be- 
fore a complete out-of-stock condition occurs. 
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Size of Stocking Unit 


Another element which must be taken into account involves an 
administrative decision regarding size of the unit of stocking. 
That is, will the space allotted to a product be filled completely 
during each restocking or will the stocking be done only in case 
lots. Complete stocking gives maximum use of the space allotted 
but results in broken cases being returned to the stockroom. 
Stocking only in case units means that the space allotment will not 
always be filled. When stocking in case units, the average amount 
of unused space will equal Nol , Where N is the number of units of 
an item in a case. This unused space, however, will be variable. 
These considerations increase the probability of a stockout and 
also place a higher marginal value on space. 

This additional modification can be introduced into the model 
by changing the value of A (depletion risk.) Referring back to the 
original formulation, 


shelf capacity-average sales 


A based on t standard deviation in sales 


Where case lot stocking is used, the formula now becomes 


Shelf capacity - N-1 units - average sales 
A based ont - 2 


/ Squared std. dev. ob Squared std. dev. 
in sales in unused space 


The model for evaluating returns to space is now fairly com- 
plete. However, space is only one cost element in operating a re- 
tail store and we must still take into account the effect of alterna- 
tive space allocations and methods of restocking on returns to 
labor which represents another important cost element in operat- 
ing a retail store. 


Frequency of Stocking 


Here again we must consider alternative administrative deci- 
sions regarding frequency of stocking. One possibility would be 
to use continuous stocking. This is usually not feasible because it 
would be more costly, it would not utilize labor efficiently during 
slack periods, and it would also mean increased interference with 
customer traffic. 
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The more reasonable alternative appears to be systematic 
stocking at definite intervals in relation to a space allocation plan. 
Of course, this can also be modified by some supplementary re- 
stocking, but the purpose of this plan is to keep supplementary 
stocking at a minimum. In evaluating the most desirable fre- 
quency of stocking, it is clear that as the frequency is increased, 
depletion risk will be reduced. It also means more labor will be 
required, 

In order to achieve the objective of maximum profit to store 
management, it is necessary to balance frequency of stocking and 
space allocations in such a way that the marginal returns to space 
minus labor cost of a restocking are equal for all products. In 
other words, if the cost of one additional stocking is less than the 
depletion loss that will be saved by so doing, profits will be in- 
creased by increasing the frequency of stocking. 

To introduce the labor factor into this model, it is first nec- 
essary to recognize that the labor cost for stocking any product is 
made up of two parts—component b which is proportionate to the 
frequency of stocking, and component c which is proportionate to 
sales. A certain amount of labor cost is a function of the fre- 
quency with which we plan to stock a particular item. Another 
portion of the labor cost is directly related to the number of units 
of the item stocked. If we increase the frequency of stocking one 
time, this increases the amount of time that the stock boy will re- 
quire in making an extra trip to the stockroom, finding the pro- 
duct, finding the cart, and bringing it out to the display area. 
That portion of labor cost associated with price marking the 
packages and actually placing them on the shelf is directly related 
to the number of items sold and is not affected by the number of 
times we decide to stock the product within a particular time 
period. 

The marginal returns to one additional frequency of stocking 
is: 


where Rs is marginal returns to space, b is that component of la- 
bor cost related to frequency of stocking, a is the space allotment 
to a given product and f is the frequency of stocking. 

The marginal net return to frequency of stocking would be 


equalized for various items when 
a Rs 
V b + 


{ 
aR 
Re = =e - b 


AGRICULTURAL MARKETING 531 


If the frequency of stocking is changed, then space allotments 
and the marginal values of space must be recalculated. The re- 
vised space allotments and marginal returns to space will change 
the marginal value of returns to frequency of stocking and will 
provide new estimates of the frequency of stocking necessary to 
maximize returns from the sale of all products in the store. 

Returns to store management considering both space and labor 
will be maximized when: 


(1) Marginal returns to space are equal for all products, 
and, 

(2) Marginal returns to an additional stocking are equal 
for all products. 


Fixed or Variable Labor Supply 


In the previous discussion where we were equalizing marginal 
returns to space for all items, the total amount of shelf space was 
assumed to be fixed. In equalizing marginal returns to frequency 
of stocking, the labor supply for restocking may be either fixed or 
variable depending upon the labor arrangements in a particular 
area. 

Aggregate net returns are maximized when the labor supply for 
stocking is variable. It is then desired that marginal returns to 
frequency of stocking are equal to 0. Under these circumstances, 


b 


with the sum of frequencies of stocking unlimited. 
When the supply of labor is fixed, Rf is not equal to 0 and 


f - 4/ on , and the sum of f values for all products is a constant 


limited by the labor supply. 

The following summary illustrates the application of the ele- 
ments described above in evaluating and revising space allocations 
and frequency of stocking for five different products. These illus- 
trative figures are based on assumptions regarding average sales, 
variability in sales, beginning space allotments, margins, amount 
of space taken up per unit of anitem, as well as substitution among 
products. These results were achieved with a hand calculator us- 
ing an iterative process. For a large number of products it would 
be relatively simple and much more efficient to program these 
operations on a high-speed electronic computer. 
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This basic research has implications to many problems close- 
ly related to the problem of space management in retail stores. 
The concepts can be applied in the evaluation of decisions re- 
garding optimum size of store, optimum number of products to 
carry in a store of a given size, optimum balance between storage 
space and sales area space in a store, evaluation of space allot- 
ments to private label versus national brands, allocation of space 
to departments as well as many other closely related problems. 

At the present time we are collecting data in retail stores to 
put through this model in evaluating space allocations for a parti- 
cular department. In this applied work we anticipate development 
of many shortcuts which will increase its usefulness. At the 
present stage of development, our work is probably most useful 
in evaluating specific space allotment situations. In time, we are 
hopeful that it will provide simple and easily applied guides to 
individual store managers in evaluating day-to-day space allot- 
ment problems as well as problems growing out of promotions, 
deals, etc. 

In conclusion, in respect to the title of this presentation, a few 
comments are called for about implications to agriculture. Much 
could be said about this. Perhaps the most obvious is that agri- 
cultural products must pass through the marketing system and 
therefore anything that affects the efficiency of the marketing sys- 
tem has implications to agriculture. 

This general observation has little meaning without more 
specific examination through the framework of incidence theory 
from economic analysis. This is an interesting and challenging 
area in which we are doing some work. It is not, however, 
suitable for treatment as a mere footnote to the main subject of 
this discussion, 

Before dismissing the matter, I would like to make one obser- 
vation. The existence of a complex marketing system reflects the 
existence of specialization in our economy. Most of the marketing 
job is being performed by specialized marketing agencies. If we 
are to work effectively on marketing problems, we must work 
with these marketing agencies. As a general rule, farmers per- 
form very few marketing functions. Their role is primarily that 
of being suppliers in the factor market. 

Of course the welfare of farmers is importantly affected by the 
efficiency with which marketing functions are performed and the 
market structure in which marketing agencies operate. These 
elements will have important consequences to the welfare of agri- 
culture. It is also clear that a need exists for getting back to 
farmers information on what they must do as suppliers in the fac- 
tor market to fit in with the needs of the present day marketing 
system. 
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A. Marketing Chemicals 


to the Consumer 


Parker Frisselle* 


OR many chemical companies, marketing chemicals to the con- 

sumer means: (1) you can buy a company already selling your 

product to the consumer or (2) you can set up your own selling 
organization, and establish your own brand. 

The first case can be illustrated by the example of Olin Mathie- 
son. About 1953 they purchased U.S. Industrial Chemicals, who 
had among other things, an antifreeze business. Prior to this, 
Olin Mathieson, as a producer of permanent type antifreeze, found 
themselves unable to sell all that they produced and they hoped 
that by buying U.S.I.’s business they could supply the material 
which previously had been bought on the open market from other 
chemical companies by U.S.I. Olin Mathieson also got a sales 
force and established distribution. 

A number of problems arise in the above example. First, Olin 
Mathieson is primarily a chemical producing company and is not 
very adept in ‘‘merchandising.’’ As a result of this, the U.S.I. 
antifreeze brands have suffered and have virtually disappeared 
from the market. This is an example of a production company 
buying a marketing company and not doing a very good job with it 
because of lack of understanding, lack of funds, lack of interest, or 
some other reason. 

A second problem, created through such a purchase by a chem- 
ical producer is the elimination from the open or free market of 
one major purchaser, This throws back on to the other producers 
of antifreeze the problem of finding a market for the product which 
they used to sell to U.S.I. It is obvious that this trend, which has 
been developing in the past decade, if carried to its ultimate end 


*Parker Frisselle, Manager, Market Research Dept., The Dow Chemical Co. 
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would completely eliminate the free market for chemicals and 
would force every chemical manufacturer to own a final producer 
of consumer products for each of his chemical products. Fortu- 
nately, for free trade, so far this trend has not gone to such ex- 
tremes. 

As an example of the other way to get closer to your consumer, 
my own company’s experience in Saran Wrap is a good case in 
point. This product was first developed by our company back in 
about 1938. By 1948, some ten years later, it had developed 
through research to a product which appeared to have some utility 
in the home. Because Dow in its 55 years of corporative history 
had never sold a product to the consumer, we naturally turned to 
distributors of consumer products and attempted to interest them 
in selling of Saran Wrap in small packages. 

Some four years later we had been unable to find anyone with 
sufficient financing to make the product a success who would not at 
the same time want to completely control it. So, we had to do the 
job ourselves. 

In 1952 we put together a 4-man team, composed of a sales 
manager, a merchandising manager, a market research manager, 
and an advertising agency. After six months of test markets we 
were convinced that the product could be sold nationally and in 
sufficient quantity to justify attempting to sell it. In the fall of 
1952 the product was launched nationally and within a two year pe- 
riod reached a sale of about 45,000,000 rolls per year. 

In doing this marketing job, our company, basically a manu- 
facturer of heavy chemicals, was projected into completely new 
and foreign activities. We had to cope with such new problems as 
box design, art work on boxes, colors, advertising techniques, and 
media such as newspaper, magazine, radio and television. All of 
these things were new to us and had to be learned before we could 
do an effective job. The simple fact remains however, that we 
were able to do this and to accomplish our task with complete suc- 
cess. Presumably, any other chemical manufacturer with a worth- 
while product could anticipate being able to do the same thing, if 
they were determined to do it, and willing to support the effort 
with cash. Launching Saran cost about $5,000,000. 

So, to summarize this panel discussion, let me list for you the 
considerations which must be reviewed in deciding which method to 
use in marketing a chemical product. 

First, is it necessary to control the market for your chemical? 
In the case of over-production or perhaps in the introduction of a 
new product, you may find it necessary to go to unusual lengths to 
insure your success in moving the product. 
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If such is not the case, the decision to have your own selling 
organization or to use an established distributor rests on such 
considerations as: 


1. How many customers are there? 

2. Do they buy in bulk or in small quantities? 

3. Is the product new or old? (Does it require education 
of the buyer or technical service?) 

4. Are marketing services required? 

Help on quality or design. 

Market research. 

Advertising. 

Publicity. 

. Merchandising aid. 

Credit. 


moad a & 


The number of customers is important in deciding how to reach 
them. Many years ago Dow decided to sell synthetic non-inflam- 
mable dry cleaning solvent direct to the dry cleaner. We decided 
to make the sale direct because at this time there were a rela- 
tively few large dry cleaners using petroleum solvent. Thus, our 
market was somewhat limited and a high degree of technical in- 
formation was necessary to educate the dry cleaners on the use of 
this new solvent. In the first year or so of this effort we had about 
200 customers. Now in 1959, there are approximately 14,000 
synthetic dry cleaning establishments in the United States, and it 
has long since become apparent that we could no longer do an 
economical job of distribution to such a great number of users. 
Further, knowledge on how to use the synthetic solvent has become 
general. So, for some years, synthetic solvent distribution has 
been in the hands of solvent distributors. 

Another case in point, Saran Wrap again. Here is a product 
that requires no technical service, the customers are the house- 
wives of the United States, and each individual purchase is small. 
We might have decided to distribute this product nationally to the 
food stores ourselves and to set up a large organization to ac- 
complish this. It is much more practical to use food distributors 
who are well set up to handle distribution of a product such as 
Saran Wrap and who have other items in their line over which to 
spread the cost of distribution. 

The size of a typical purchase is also a consideration. It is 
obvious that small shipments are expensive to handle and can best 
be done by a Specialist in this operation who has a full line and 
can deliver many small orders to one customer. 


XUM 


CHEMICAL MARKETING 537 


Whether the product is new or old is also important. Itisa 
cliché in the chemical business to talk about new products needing 
technical service and direct sales while old products can be hand- 
led by distributors. This is not as true now as it was once. Many 
manufacturers are beginning to make an effort to increase the 
technical knowledge of distributors and distributor salesmen. As 
this effort continues, distributors and their salesmen grow better 
and better at taking care of the customer’s technical problems. 

In addition to this, we recognize the fact that products are con- 
tinually aging and that they outgrow their need for technical serv- 
ice. When this happens they can be turned over to distributors 
even though the distributor lacks technical ability. 

Are there marketing services required? A case in point is the 
distribution of plastic granules for molding. This is a product that 
was marketed by distributors when it was young and sold direct by 
the manufacturer to the molder as it matured. The reason is that 
so-called marketing services began to be required by the molder 
and these generally could not be provided by the distributor. Such 
services as help on quality or design, market research for your 
customers’ markets, advertising allowances or aid, publicity, mer- 
chandising aid, and credit all were needed and demanded by the 
customer and had to be supplied by the manufacturer who could 
bear the expense. 

In summary, the choice in the use of the three marketing chan- 
nels we have emphasized today lies in the considerations just dis- 
cussed, 

It is seldom that all three are used together. Most commonly 
two-direct sale and distributor sale—are used together. 

In the final analysis, the choice will be dictated by the degree 
of necessity in controlling the market, the number of customers 
there are in the market, the size of their typical purchase, and 
finally the amount of marketing service which theuser needs. It is 
by a careful judgment and balance among these factors that the 
proper channel or channels of distribution can be selected for 
every kind of chemical product. 


B. Chemical Sales Direct 
to Industry 


G. A. Fowles* 


F the three marketing areas or ways of marketing chemicals 

to be discussed today, selling directly to industry or to proc- 
essors is perhaps the simplest of marketing problems we face. 
And yet because of its simplicity and directness it becomes the 
most challenging. It involves a sophisticated type of technical 
selling that must combine a high degree of technical know-how on 
one hand and a subtle but strong sales ability on the other. This 
combination of abilities has forced us to train technical men to be 
salesmen or to make technical men out of salesmen. Industry 
generally had chosen the first course as the easiest and quickest. 
Happily so, because this training of technical men as salesmen has 
broadened the use of our technical college graduates and has en- 
abled them to reach a higher economic status than might have 
otherwise been possible. Some economists might argue that we 
are not using our technical talents to the fullest extent by making 
salesmen of engineers. I would be among the first to refute that 
by describing the technical service such salesmen render, the dis- 
semination and stimulation of new ideas and by such service the 
expenditures in new capital that are made and the resultant new 
and lower cost products that are made available to the public. 

But let’s get back to the subject of selling chemicals directly 
to industry. As has already been hinted, the key to this type of 
marketing is found in building the right kind of organization around 
the right kind of sales personnel. It is easy enough to hire tech- 
nically trained people and train them as salesmen, but they can 
only be as effective as the organization that backs them up. In 
talking about organization and people. 

From the very beginning, we used a few very simple precepts 
in building the organization to sell and serve our customers. 


1. We wanted the simplest possible organization. 
2. We wanted to talk the language of the customer. 


*G. A. Fowles, Manager, Plastic Material Sales, B. F. Goodrich Chemical Co. 
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3. It almost goes without saying that in promoting a new 
and glamorous, versatile material we used a conser- 
vative, simple, and engineering honesty in our litera- 
ture and sales approach. In many instances this was 
a delightful surprise to processors. Coming at a time 
when too many people were getting war substitutes 
that were oversold and over-glamorized, the conser- 
vative approach was an effective contrast. We have 
since capitalized on this contrast approach in other 
ways. In 1956, at the plastics show in New York, we 
exhibited the ‘‘house of today’’ versus the tomorrow’s 
being talked about by other people. The publicity we 
received was little short of phenomenal. 


In building our organization we wanted the minimum number of 
people between the sales representative and the president and in 
those early days only two persons came between, the sales man- 
ager and sales vice president—all salesmen reported to the sales 
manager wherever they were. Shortly thereafter, with the addi- 
tion of a technical service manager, it became necessary to put a 
field sales manager, in over the salesmen to help in handling the 
many detailed problems of the field sales force. 

And even today, with an organization of over 50 people, we still 
have only three people between the salesmen and the president. It 
should be added that it was necessary to divide the sales force into 
three industry segments and to appoint four managers, reporting 
to the sales manager, to handle the multiplicity of service and 
sales problems created by selling to many, many more types of 
industries. From a relatively few types of users, notably the 
wire and cable insulators and coated fabric producers, we have 
now broadened our markets to include every kind of industry from 
agricultural to steel and from automotive to construction. This 
has required a broad self-educational program and means that our 
industry or market managers, as they are called, must each be 
familiar with the detailed problems of several industries and the 
products that may best be used to serve their needs. 

Besides simplifying communications problems and making it 
easy for the salesmen to handle policy questions by having the 
minimum number of people between the salesmen and the top au- 
thority, it has also been our objective to delegate as much au- 
thority as possible to the salesmen, While operating under broad 
but well defined policies, it was felt desirable for the salesmen to 
be able to handle some types of problems right on the spot. For 
example, in the matter of returned goods, the authority to remove 


539 


540 MARKETING KEYS TO PROFITS IN THE 1960’s 


faulty or questionable material from the customer’s plant has been 
kept as close to the salesmen as is consistent with the financial 
responsibility involved. Again, in the matter of promising tech- 
nical service on special products to customers, the salesmen are 
generally kept advised as to the laboratory work load so that in 
committing themselves to a customer project, they will havea 
reasonable idea as to how much time may be involved in solving 
the problem. 

As a correlary to having maximum field authority, it becomes 
necessary to keep the sales force continuously advised on shipping 
and technical service information. Daily shipping advice is re- 
layed to all field offices via teletype and is instantly available to 
each sales representative. Warehouse inventory information is 
also available so that shipping promises may be made on the spot 
in the field with reasonable assurance of meeting them. 

Technical service information of many types is continually fed 
to the sales force to be sure that all have the advantage of the 
latest projects and particularly information on those new ideas 
that may be stimulating to customers. Such technical information 
comes out in the form of summary reports on new projects, on 
special service reports for a particular customer project and in 
the form of published literature mailed to salesmen and custom- 
ers. In the case of the first two types of information, some of 
which is confidential and held so, reports are sent directly to the 
salesmen for their own personal use. 

In selling industry directly, it often becomes desirable for the 
sales representative to call on the assistance of other departments 
of the company such as the laboratory or development people, plant 
production people, market research and credit departments. Nat- 
urally, a simple streamlined sales organization makes such re- 
quests easier to handle. 

Depending on the size and business abilities of the customers, 
it may be advisable to call on all four types of assistance. This 
has been particularly true in developing small new processors. 
But even in helping the larger companies who have decided to get 
into plastics processing, it has been desirable to help their market 
research departments by making available the studies we have 
done. It has been helpful also to show them the results of our 
studies of production methods and costs. Most importantly, how- 
ever, through our entire sales program has been the continuous 
flow of technical information regarding the use of our products in 
the development of new ideas and applications for their use. 

Through all of this, we might best summarize the sales rep- 
resentative and his use of our organization as that of being a 
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customer consultant. His function is to help the customer in using 
all the services we have available, to represent the customer to 
all of our departments and at the same time, to represent our 
company to the customer. We have always felt it extremely im- 
portant that the sales representative be in on all matters involving 
customer relations and that he be the primary representative. We 
feel it very important that no one go over his head to the customer 
or around him or even discuss matters with the customer which 
may not seem to be directly related with the salesman’s business, 
without bringing the salesman into the consultation. 

In talking thus far about the kind of an organization needed in 
selling directly to industry, we may have put the cart before the 
horse. In reality, we have tended to build our organization around 
the abilities of the people we have obtained. However, with the 
concept of the simplest possible organization and maximum dele- 
gated authority, it was imperative that the highest type of trained 
personnel be used. 

As in selling any materials, we believe in thorough training of 
our people, preferably in our factory and our laboratory and our 
methods and policies before we put them in the field to represent 
us. More importantly, however, we feel that they should be trained 
in our opportunities. If they are to sell new ideas to industry and 
to put across these ideas with enthusiasm, the sales representa- 
tive needs to be instilled with the utmost desire to find new oppor- 
tunities. 

In looking for new opportunities which sometimes means in- 
vading new and strange fields of application, the sales representa- 
tive should be fed—and trained to use—the language of the custom- 
er. I can’t over-emphasize the importance of this latest precept. 
We have built our organization around the language of the custom- 
er as we have organized our advertising and sales program around 
this language. Too often sales organizations talk in terms of ma- 
terial properties that are absolutely unrelated to the customer’s 
use. This often necessitates laborious translation by the custom- 
ers and in many cases, completely negates the sales opportunity 
they might have obtained. 

In recent years, we have had to learn to talk about plastics in 
terms of steel industry language. We soon found that if we didn’t 
learn to discuss things like ‘‘creep’’ intelligently, they wouldn’t 
listen to our sales program. 

Besides being a good representative to the customer, the sales- 
man must be an internal salesman as well. He must be trained in 
the use of the organization to assist him in his sales problems. 

We also believe that the salesman must be refreshed regularly 
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by stimulating literature and interchange of new ideas. To facili- 
tate the interchange of new ideas, we hold monthly field sales 
meetings and distribute the record of these meetings, emphasizing 
the new ideas discussed, to all field sales offices. In addition, 
each salesman is required to file a monthly report containing his 
new applications ideas which report is condensed and the ideas of 
all salesmen are again broadcast to the field. 

Last but not least, the sales representative must be trained to 
be aware of and to report quickly on all competitive activities. 
He should be able to assess the importance of competitive infor- 
mation and particularly its veracity. 

With these people and this kind of an organization, the problem 
of marketing under today’s competitive conditions then becomes a 
matter of developing the right kind of short and long range pro- 
grams to use most effectively the total organization. We have 
found it necessary to lay out both short and long range programs 
keyed to the abilities of our research and development facilities 
and to review these programs periodically to be sure everyone 
understands our objectives. 

It is one of the primary functions of our market managers to 
review our projects with the product applications laboratory. 
Laboratory projects are divided into service jobs which are com- 
pleted in one month’s time or less. Short range development jobs 
which involve designing a new formulation for a given end use may 
take as much as six month’s time. Long range projects and out- 
lined by sales, production and development management commit- 
tees for basic research. These committees meet and set upa 
yearly program which becomes the basis of the research budget. 
Some of these projects may take as long as seven years from the 
time they start until the time the product reaches commercial use. 

For management to be able to do a good job of setting up re- 
search and development goals, it is important for customer needs 
to be fed continuously by the sales people to the entire organiza- 
tion. These sales needs are filtered, digested and the economics 
are studied to determine the profit possibilities. At the same 
time, capital forecasts are made based upon the sales estimates 
made for the new products that will be obtained from the research 
and development program. To keep such sales forecasts continu- 
ally in tune with needs and competitive situations, our five year 
estimates are reviewed quarterly. These are sent to all parts of 
our management organization. 

One of the paramount problems faced by the aggressive or- 
ganization today is that of creative obsolescence. If we are to 
meet the competition of other aggressive chemical companies in 
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sales to industry, we must continually ‘‘create’’ ourselves out of 
business. In products and methods of manufacture probably the 
average life-time of the newer chemical plastic polymers is less 
than eight years. This means a continuous revolution in products, 
ideas and manufacturing methods. And also a continuous educa- 
tion program in keeping the sales organization up-to-date. 

In some areas, it means that markets themselves become ob- 
solete and that new markets must be found. At the same time, the 
sales organization must encourage processors to move into new 
and more profitable areas where the customer’s organization is 
capable of making such changes or where it may be built to meet 
the challenge of new marketing areas. 

I have not touched on pricing problems but can only add, a uni- 
form consistent profit making pricing program is paramount and 
must be given major attention by management. The sales organ- 
ization must be well advised of pricing policies and can be an ef- 
fective force in helping to maintain profitable prices. 

In summary, selling direct to industry, while the most straight- 
forward of our industry’s marketing programs and probably the 
simplest, is the most competitive and depends to the greatest de- 
gree on the use of high caliber sales people in a simple but effec- 
tive organization. 


C. Chemical Sales Through 
the Distributor 


S. B. Scott* 


| pani percentage of our sales comes from those made on a di- 
rect basis and I’m sure this trend will continue. Distributors 
do, however, contribute substantially and it is on this part of our 
business I want to talk with you today. 

From the founding of our company, in 1890, the distributor has 
played an important part in our distribution picture. A review of 
the heavy chemical industry in the beginning years of this country 
will show that the sale of many of its products was almost exclu- 
sively made through distributors or sales agents. Our early pro- 
ducers were more skilled in the making of goods than in the mar- 
keting of goods. It is true that many of the early distributors made 
a tremendous contribution to the growth of the heavy chemical in- 
dustry, but as manufacturers increased their capacities and com- 
petition moved in, more attention was focused on the end use of the 
products and producers soon realized that they could not expand 
their horizons by relying on outside distributionalone. There were 
quick adjustments, some companies decided to market direct to 
their consumers, while others modified their relations with their 
distributors. Distributors, however, were quick to adjust their 
own sights and have continued to adapt themselves to new Situa- 
tions and, consequently, have continued to grow in importance 
throughout the years. 

During the past few years there may appear to have beena 
trend away from distributors to the handling of sales by direct 
representatives, at least in the heavy chemicai business. It is 
possible that in some cases this trend has moved too fast and with- 
out analyzing fully where the distributor fits best in the marketing 
scheme. Despite a distinct change in the marketing emphasis by 
both the distributor and manufacturer, sales through distributors 
have kept pace with the total sales of chemicals in the United 
States. My best distributor trade sources believe that the 


*S. B. Scott, Director of Sales, Michigan Alkali Division, Wyandotte Chemicals 
Corporation, 
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distributor percentage of total annual chemical sales is about the 
same, and perhaps even slightly larger, than it was five years ago. 
If so, that indicates that chemical distributor sales are now in the 
41/2- to 5-billion-dollar range. Accordingly, that would mean 
that distributors account for roughly 20% of all chemical sales. 
No actual reliable sales figures are available, so these figures can 
be considered to be good estimates at best. 

These figures were rather surprising to me because I had 
pretty well taken for granted that the distributor had lost position 
principally because much of the heavy tonnage bulk chemical busi- 
ness had shifted back to the manufacturer since World War II. 
Further investigation pointed up the real change in trend in the 
past ten years was the increase in sales of less-than-carload 
chemical business. While no accurate sales figures are available 
on the total less-than-carload business in the United States, I think 
we can conclude that it was the increased volume of this business 
that has enabled the distributor to keep pace with overall chemical 
sales. 

The exceptions, of course, have been the new chemicals which 
require considerable market development and application research, 
These are rarely placed in the distributors’ hands immediately. 
The distributor usually is not organized to handle these responsi- 
bilities. However, many times as the marketing development 
phase is completed the distributor is asked for assistance by the 
producer in the warehousing of stocks and in the servicing of cus- 
tomers, especially in less-than-carload business. 

Some years ago an analysis of manufacturing costs, including 
sales, emphasized the extent and importance of less-than-carload 
markets, and the discovery was made that, unless a producer sold 
a long and varied list of products, sales to small consumers could 
be more economically handled through local distributors. This 
information revised the thinking of many companies, and as a re- 
sult, more chemicals were s 1 through distributors. 

The chemical distributor is a most valuable asset to the manu- 
facturer for the following reasons: 


1. They provide rapid service, especially on small or- 
ders, and in this way assume partial inventory respon- 
sibility for the customer. 

2. Because of their proximity to customers, they are ina 
better position to offer credit extension than the pro- 
ducer. 

3. Since the typical distributor has a more complete line 
of products than a manufacturer, the former makes it 
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possible for the customer to buy many items on one 
order from one reliable source. 

4. And very important is the fact that the distributor’s 
salesmen are in effect an extension of the manufactur- 
er’s sales force. They provide sales coverage in 
areas where it may not be economically feasible for 
the manufacturer’s salesmen to operate. 

5. By virtue of the fact that they have a greater line of 
products, the distributor’s sales expense per item is 
less. For example, in municipal water plants we could 
sell soda ash and chlorine only. A distributor can sell, 
along with soda ash and chlorine, charcoal, ammonia, 
iron sulfate, alum, etc. 


In considering a distributor for our products we expect him to: 


1. Be a reputable concern having good recognition in the 
geographic areas where he operates. 

2. Maintain a competent sales organization that constant- 
ly covers the entire territory and provides full product 
information and service to customers in his area. | 

3. Maintain adequate stocks of those products he is going 
to sell. 

4. Carefully watch market conditions and the supply of 
those products he sells in order to properly advise his 
customers when to increase or decrease inventory. 

5. Constantly evaluate his consuming industries enabling 
him to tell where and when to devote special sales at- 
tention and keep his suppliers advised. 

6. Become actively interested in civic activities and sup- 
port trade associations relative to the industry he 
serves. 

7. To actively support and further the interests of the 
manufacturer he represents. 

8. Keep the customers informed on product developments 
and uses and call on the manufacturer for further as- 
sistance when it’s necessary. 

9. Constantly be alert for competitive price changes and 
new competitive products. He should supply the man- 
ufacturer with this information promptly so that the 
manufacturer might be of assistance. The distributor 
salesman, like the manufacturer’s own salesman, must 
be the ‘‘eyes and ears’’ of the company whose products 
he sells. 


| 

| 

| 


CHEMICAL MARKETING 


10. 


PE. 


12. 


13. 


14, 


15. 


We expect him to devote a proportionately fair amount 
of time to our products. 

We expect him to learn thoroughly the uses and sales 
possibilities of our products. 

To criticize constructively our package, service, 
programs, efforts and advertising. 

We expect him to pass on sales suggestions from 
other lines. 

To realize he is sharing with the manufacturer’s 
salesman the job of getting that last few bags ofa 
product to the widest possible market. 

To realize it is an important part of the manufactur- 
er’s salesman’s job to cooperate and work with the 
distributor salesman, and by so working together 
more can be accomplished than working separately. 
This relationship, of course, must be economically 
justifiable—cooperation is not necessarily mere du- 
plication of effort. 


On the other hand, the distributor, we believe, expects the 
lowing from his manufacturing supplier: 


2. 


A consistent distributor policy. 
A reputation as a dependable and reliable source of 


supply. 


. A basic manufacturing position in the particular com- 


modities produced. 


. An economical marketing area where the distributor 


can make a reasonable profit. 


. The desire to work closely with—and ‘‘back-up’’ the 
distributor. 
A progressive outlook—the manufacturer should be in 


step with, or in advance of, competition in the devel- 
opment of new products, and, in the improvement of 
existing lines. And, 

A helpful and understanding attitude—a supplier who 
provides technical sales, marketing, and educational 
assistance to his distributors. 
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Recognizing an obligation to the distributor, andinan attempt to 
aid him in establishing his position in our distribution picture, 
several months ago we started a series of ads dealing with the 


distributor. 


these. 


I thought you would be interested in seeing a few of 


| = 
| 
| = 
| 
| 
| 
6 
| 
| 


548 MARKETING KEYS TO PROFITS IN THE 1960’s 


Distributors, like other business groups, have been caught in 
the ‘‘cost-profit’’ squeeze. Higher building costs, higher labor 
charges, higher interest rates, etc., have increased the problem 
of conducting a business at a reasonable profit. 

It is obvious that the successful distributor, like the success- 
ful manufacturer, will have to be constantly on the alert regarding 
trends in his area. Certainly one of the primary things that a dis- 
tributor must ask himself is: ‘‘Am I giving the best service possi- 
ble?’’ I feel that service is the number one sales tool of the dis- 
tributor. 

As the chemical industry matures, one of its foremost needs 
is a really objective appraisal of the place of the distributor. As 
consumer demands multiply, the increased number of end uses 
uncovered indicates that a job of contacting potential customers is 
growing beyond the reach of any single sales force. With the shift 
from a seller’s to a buyer’s market, any assistance that the dis- 
tributor can supply—in offering additional sales coverage and re- 
duced selling expense—will become of increasing importance. 

Today, most aggressive distributors have recognized their 
place in the marketing field, in the warehousing, repackaging, and 
handling of less-than-carload chemicals. In this connection, for 
many types of chemicals they can and do provide lower costs, 
better delivery service, more concentrated market coverage and 
quick on-the-spot service. 

Speaking for my company, and I know that many will concur, 
the chemical manufacturer needs distributors as an adjunct to his 
sales force. Through mutual effort, both the manufacturer and 
the distributor will profit. At times the road may be rough, but 
the bumps should keep us on the alert and aware of our mutual 
problems. 
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PUBLIC UTILITY MARKETING 


A. Marketing Keys to Profits 
in the 1960's 


Robert C. Hienton* 


EARLY all of us in the marketing end of the utility business 

have heard this comment from people outside the industry, 
“What do you need a sales department for; you don’t need to sell 
for you have no competition.’’ 

The utility business is full of competition, fuel against fuel, ap- 
pliance sales versus auto sales, home improvement dollars versus 
travel dollars, area versus area for new industry, old manufactur- 
ing area versus new manufacturing area for retention of existing 
industry, electric air conditioning versus gas absorption system. 
Yes, we do have competition. It is tough competition, and it is be- 
coming increasingly skilled in getting its share and, in some cases, 
more than its share of the customer dollars. 

Our company has set up a marketing program that is designed 
to fit our own special needs. Because our service area is small 
and compact, and highly industrialized, our program may not be 
directly applicable to many other utility companies. 

However, our principles of marketing do have wide application 
and I hope I will be able to give you at least a few ideas on how to 
get more sales in your particular field. 

Our service area includes only 1,700 square miles stretching 
one hundred miles along the south shore of Lake Erie, 75 miles 
east and 25 miles west of Cleveland. And like all utilities, we are 
married to our service area, for better or for worse. Our future 
lies right where our past has been, in Cleveland-Northeast Ohio. 
So an important part of our job as a company is to help Cleveland- 
Northeast Ohio grow. 


*Robert C. Hienton, Vice President, Marketing, The Cleveland Electric Dlumin- 
ating Company. 


549 


550 MARKETING KEYS TO PROFITS IN THE 1960’s 


Our marketing efforts, then, are organized to reach the sales 
opportunities peculiar to our service area, residential, commer- 
cial, and industrial. And nationally, as well as locally, we sell 
Cleveland-Northeast Ohio as a good place in which to live and do 
business. 

We believe there are two basic marketing keys to profit. 

One is the application of scientific principles to marketing. 
The other is organization to reach our marketing objectives. 

Key number one, the application of scientific principles, is 
largely concerned with gathering marketing data and interpreting 
those data. For instance, the generally rising standard of living 
tends to make customers more discriminating in their wants, and 
more demanding, too. Thus, advertising and marketing in this 
field can only be effective if it is based on exhaustive market and 
motivation research. 

Market researchers are forever seeking faster and more re- 
liable methods of accumulating data. One of the most important 
techniques for analyzing markets is the use of data processing 
equipment and computer systems. In these fast-moving times, it 
takes automation to gather and correlate the myriad tiny scraps of 
information which, taken all together, add up to a meaningful 
whole. 

“By guess and by gosh,’’ might have been a successful selling 
technique years ago. But the utility business, like all other busi- 
nesses, has grown complex. We can build our marketing only on 
knowledge, not conjecture. 

Let’s look now at the various classes of customers who com- 
prise our market. More than one-third of The Illuminating Com- 
pany’s total revenues—36 per cent—come from industrial custom- 
ers. Of all industrial kilowatthours sold, 97 per cent went to 
fewer than 1000 industrial accounts. 

Because of the importance of the industrial market, we felt 
some years ago that we needed a system which would reveal im- 
mediately any changes in types, classifications, movements, and 
growth in this market. 

Accordingly, in 1955, the Market Research Unit in conjunction 
with Industrial Sales began using I.B.M. cards for information on 
industrial accounts. 

These accounts are sequenced alphabetically and numbered. 
This system provides ready reference to individually metered ac- 
counts of parent companies. 

Each industrial account was also assigned a standard industrial 
classification, abbreviated to S.I.C. The S.I.C. codes help in col- 
lecting, tabulating, presenting and analyzing data. They also 
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provide uniformity and comparability in the presentation of statis- 
tical data collected by various government agencies, trade asso- 
ciations, and research organizations. 

The S.I.C. report reveals the types of industries we serve and 
the contribution that each type makes to our revenues. By com- 
paring kilowatthour use with employment, for example, we can 
easily determine how automated any industry is. 

With this information, we have one of the keys to better fore- 
casting as well as selective selling. 

Industrial firms are also classified by size of account, based on 
each firm’s KWD requirements. By coupling this information with 
the S.I.C. reports, we can arrive at certain conclusions, 

Here is an example: Our S.I.C. report indicates that we have 
in our service area 19 iron and steel foundries, and 29 non-ferrous 
foundries. 

A simple glance at the report on the foundry industry imme- 
diately shows that the 19 ferrous foundries contributed more than 
$900,000 to company revenue in 1958. However, one firm alone 
accounted for 30 per cent of that revenue, while the other 18 firms 
are rather small power users. 

Generally, foundries have been slow to automate. Soour indus- 
trial sales representatives, when they call on these customers, 
continually stress the importance of automation, emphasizing the 
dollars-and-cents angle. They call attention to trade association 
literature, special studies, and other material dealing with the 
newest technical developments in the foundry industry. They use 
every means they can discover to influence foundry management. 

This is a good illustration of our principle of ‘‘selective sell- 
ing.’’ Data processing makes it relatively simple to single out 
low-use industries like ferrous foundries and to measure our 
progress in selling them. 

A final classification of industrial accounts is our breakdown 
by census tract and sales territory. The sales territory reports 
serve not only as a performance measure, but as a basis on which 
each salesman can reliably allocate his sales efforts in the appli- 
cation of selective selling. 

This kind of market and customer knowledge enables our men 
to be salesmen, as distinguished from mere order-takers. At 
today’s business pace, any order-taker can be replaced by a tele- 
phone, 

Our industry classification reports also indicate the industries 
that are especially sensitive to business recessions. A peak-and- 
valley sales trend is a deterrent to maximum profits. So we at- 
tempt to turn what would normally be an adversity into a sales 
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opportunity. When a downturn in business becomes apparent in 
our Industrial Sales Analysis, our industrial salesmen begin to 
concentrate on selling automation, streamlined production proc- 
esses, and better plant lighting—in other words, cost-cutting 
measures. In a slump, businessmen are especially receptive to 
cost reduction measures like increasing efficiency through auto- 
mation, and reducing rejects through improved lighting. 

Here are some sample facts, obtained from the files, regard- 
ing industrial sales activities during the first quarter of 1959: 


— 967 industrial firms bought 98 per cent of industrial 
KWH. The remaining two per cent was used by 1150 
firms. 

— 49 per cent of industrial kilowatthours were sold to 12 
establishments, those using a demand in excess of 
10,000 kw. Fourteen accounts demanding between 
5,000 and 10,000 kw used 17 per cent of industrial 
kilowatthours. Combining the two groups, 66 per cent 
of industrial kilowatthours went to 26 accounts. 

— Sales to the 967 accounts buying 98 per cent of the in- 
dustrial kilowatthours are over 20 per cent ahead of 
the same period of a year ago. Revenues are also 
considerably higher. 

— 95 per cent of industrial kilowatthour sales ‘vent to 
manufacturing industries, five per cent went to mining, 
construction and transportation industries. 

— The primary metals industry is 67.4 per cent ahead of 
the same period a year ago in kilowatthour sales. 
(This is largely due to increased operations at Jones 
& Laughlin and Republic Steel.) 

— Transportation equipment manufacturers are second to 
primary metals in total kilowatthour sales. 

— More than 31 per cent of manufacturing kilowatthour 
sales went to primary metals industry. 

— Only four industries are still lagging behind the same 
period of a year ago in kilowatthour sales: Ordnance 
and accessories, furniture and fixtures, chemicals and 
allied products, and stone clay and glass products. 


Information like this—detailed, comprehensive, and accurate— 
is truly a major managerial tool, and a real set of keys to profits 
in the sixties! 

This kind of information is fine for guiding our marketing phi- 
losophy within our area. But we have an external marketing job 
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too, aimed at bringing new industry into Northeast Ohio, This is 
chiefly the responsibility of our Area Development Department, 

This Department does a great many things to improve North- 
east Ohio. Its activities include promoting new plants, commer- 
cial and industrial expansions, and residential development. Spe- 
cific industrial development goals are selected—such as primary 
metals, chemical, plastic, and rubber industries—to form a nu- 
cleus around which other manufacturing industries may grow up. 

Typical of look-ahead marketing are the studies we have made 
regarding research and development activities of our service area. 
Here, we find the real keys to the future of marketing as well as 
the future of our economy. 

The things that we are going to market in the years ahead, five 
and ten years hence, are now in the research and development 
stages. Market planning must be geared to the pace of such re- 
search. 

An example of the rapid change resulting from research was 
provided by the National Aeronautics and Space Administration 
laboratory in Cleveland. This employer of almost 3,000 research- 
ers switched its major effort from conventional propulsion to 
missile research almost overnight. 

A great deal of market research work is aimed at Selling the 
area to specific industries. Typical studies involve site analysis, 
transportation facilities, utility and tax comparison reports, the 
Seaway story, and enumeration of the benefits to be derived from 
a lakefront location. 

Our Area Development people make use of much of the infor- 
mation developed for our Industrial Sales Department to keep 
close track of the types of industries entering the area, or ex- 
panding, or modernizing. They are better able to determine the 
best type of industry for a particular geographical location. And 
this last is important, because there are now 53,000 acres of land 
zoned or used by industry in Northeast Ohio, of which only 20,000 
are occupied. Our Area Development people use the analytical 
data on file to help ensure that the remaining land is utilized to the 
best possible advantage for the area and the company. 

While the backbone of Northeast Ohio’s economy is industry, 
the area is growing steadily in commercial importance as well. 
Currently, commercial customers—45 thousand of them—account 
for about 24 per cent of our total revenues. And we believe we 
can apply to our commercial market the same analysis techniques 
we use for our industrial market. 

So we are now conducting sampling procedures with this ob- 
jective in view. 


554 MARKETING KEYS TO PROFITS IN THE 1960’s 


Commercial customers will be grouped according to type of 
business, census tract location, size of load, sales territory, and 
type of load-building equipment and appliances in use. These lat- 
ter of course include such items as lighting, cooking, motors, air 
conditioning and refrigeration. 

Combinations of the data gathered will give us an exhaustive 
analysis of the commercial market. The information will help us 
to further develop selective selling. Shopping centers and other 
commercial districts will be established and their growth and 
revenue contribution measured. 

The remaining portion of our market is, of course, residential. 
It accounts for 35 per cent of company revenues, and it is growing 
rapidly. 

We operate in the residential market under two sets of quite 
different conditions. In the western part of our territory—that is, 
in the City of Cleveland and its suburbs—we have brisk competi- 
tion from natural gas. In our eastern territory, where for a long 
while we did not have natural gas competition, the average use per 
customer is at a higher level. 

In both segments of our service area, however, we’re con- 
cerned with increasing annual kilowatthour usage. We conduct an 
intensive advertising and promotion program in cooperation with 
home builders, boosting all-electric homes and adequate wiring. 
This campaign has paid off in increased kilowatthour consumption 
in new homes, and we expect it to bring even better results in the 
future. 

This doesn’t mean that we have not spent a lot of time and ef- 
fort on the old-home market. Like all cities, Cleveland has large 
low-use areas. One is the central city itself, where many resi- 
dential sections are so run down as to qualify as blighted areas. 
In the past these could be located approximately, but soon we will 
be able to pinpoint these areas through census tract locations and 
other surveys. 

One very useful tool in gauging the residential market is the 
Appliance Saturation Survey. This gives us the percentage of sat- 
uration of electric and gas appliances, not only for the whole area, 
but for different parts of the area, and for the new home market 
as well as the existing home market. 

Present plans call for a computer system to be installed in 
1960. It will be used to code all our residential customers geo- 
graphically, by type of dwelling unit, and by type of connected 
service. This will enable us, among other benefits, to evaluate 
with greater precision the effectiveness of specific promotion 
campaigns, 


PUBLIC UTILITY MARKETING 555 


We’re looking ahead, also, to the coming generation. The years 
immediately after World War II saw the greatest number of mar- 
riages in Cuyahoga County’s history. We are already doing long- 
term thinking about how we can capitalize on the new home market 
which will result from the postwar baby boom—those who will be- 
come of marriageable age in the middle and late 1960’s. 

Because a utility must depend for its livelihood on the custom- 
ers within its service area, it has certain marketing and promo- 
tional problems that apply to very few other types of business. 
This complicates the search for the most effective types of adver- 
tising, and for the most effective media to use to convey that ad- 
vertising. 

The Illuminating Company has used all of the recognized ad- 
vertising media to sell the ‘“‘Live Better Electrically’’ concept. 

Television, probably the most powerful sales tool in our so- 
ciety, has been used extensively and is still being used, with good 
results. 

We have had good success also with direct selling. Our indus- 
trial and commercial salesmen make direct calls to customers 
on a periodic basis. Residential salesmen work chiefly with dis- 
tributors and dealers. They aid in mapping promotion plans and 
cooperate in any other way to maximize sales effort. 

One of our sales tools is the Company’s demonstration kitchen, 
located in our ground-floor Electrama display area. 

Here customers see the newest electric appliances in action 
while they listen to the message of Living Better Electrically. 

Special studies determine customer interest in various types 
of appliances—for example, a field survey among our low-use 
customers aided us in learning about the ownership and use of 
electric fry pans. At the same time we learned about their degree 
of satisfaction—the value of word-of-mouth advertising in their 
neighborhoods, 

Likewise, interviewing of a carefully selected sample of elec- 
tric heat customers told us much that will aid in planning the fu- 
ture development of this market. 

Setting up a marketing budget is no easy task. Perhaps the 
best starting-place is to look to the past and present market situ- 
ations for an indication of what to expect in the future. The next 
step is to formulate sales goals. That’s what we do at CEI. 

Once these goals are determined, the next step is to develop 
the strategy involved in reaching those goals. Up to this point, 
there has been no consideration of money. We have been simply 
considering the best road to take in order to net X dollars of ad- 
ditional revenue. 
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When this blueprint is completed, we then apply media and 
other costs to it, to find out how much money we need to attain the 
goal. If it turns out to be excessive, in the light of the results ex- 
pected, then adjustments are made in the marketing strategy. 

A rigid budget is something to be avoided. Unexpected sales 
opportunities have a habit of cropping up when least expected. So 
do bright ideas. Money should be budgeted and set aside for such 
contingencies, 

Another good idea is to set aside funds each year for purposes 
of long-term market development. An example of this is provision 
for the coming impact of the World War II baby boom. Those 
‘‘babies’’ will be setting up new households in the mid-sixties. 

To maximize the benefits of this once-in-a-lifetime sales op- 
portunity, it’s necessary to plan now a sound, year-by-year ap- 
proach to it. The people who will be buying or renting homes and 
purchasing appliances, food, clothing, and so on in the mid-sixties 
are today’s teen-agers. We must influence their thinking today, 
next year, and the year after that, if we want to be assured that 
they will buy our products when they become a part of the market. 

You’ve heard it said, I’m sure, time after time, that planning 
in the utility business is a long-range operation. And that applies 
to the marketing function of a utility just as surely as it does to 
any other part of the organization. 

Let’s look again at the other key to marketing profits—organi- 
zation. 

Marketing organization planning for tomorrow is a continuous 
process. Organization changes, much as we may dislike them, 
must be made if we are going to capitalize on our sales oppor- 
tunities, 

In your deliberations you will discuss many facets of marketing. 
None, however, will be more important than the consideration you 
give to planning your organization. 

You can do all of the sales training you wish, you can make all 
of the market studies you wish, you can do all the sales planning 
you wish—but it takes good organization to get the most out of 
training, research, and planning. 

Sometimes, seemingly simple changes in organization pay real 
dividends. About four years ago we set up a Sales-Service Unit in 
our Marketing Group. 

The responsibility of this unit was to handle service installa- 
tion details resulting from sales effort. These details frequently 
kept our salesmen from effectively doing their sales job. 

While we still have a long way to go, this unit has made a lot 
of progress in releasing the time of salesmen, sales supervisors, 
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and sales managers so that they can spend more time selling, 
supervising, and planning for future sales. 

May I take just a moment now to sum up the points I have tried 
to make? 

First and foremost, effective marketing depends on knowing 
your market. You can’t possibly know what is going to happen if 
you don’t know what is happening and has happened. You can’t 
take advantage of future marketing trends if you are unable to see 
those trends taking shape today. 

There is no room in today’s marketing operation for guesswork. 
There will be even less room for it tomorrow. 

But knowing your market demands gathering a great number of 
little bits of detailed information, correlating them, processing 
them, and putting them on file in such a way that they’re instantly 
available. And this brings us to the number one key to marketing 
profits: the application of all available scientific principles to 
marketing. 

Key number two is a modern marketing organization that is 
geared to the sales job ahead of us, 

Anyone who puts those two keys into practice and uses them 
faithfully and continuously will be well equipped to meet the chal- 
lenges and opportunities of the years ahead. Among those chal- 
lenges are the boom in new households resulting from the Post- 
World War II birth rate; the continuing trend toward automation; 
and the ever-increasing American standard of living. 

These and other factors combine to give us a picture of an ever 
more complex and changing market. The man who tries to meet 
it with yesterday’s marketing methods will surely fail. But the 
man who adapts modern equipment, strategy, approaches and tech- 
niques to his marketing function will find the future is rich with 
the promise of increased profits. 


B. How Saturation and Opinion Research 
Can Guide Marketing 
Plans and Strategy 


C. Dorsey Forrest* 


ET us first take a brief look at saturation and opinion STUDIES 
to be sure we are on common ground at the start—at least. 
Saturation studies are those mail, telephone, or personal ques- 
tioning efforts designed primarily to determine how many of the 
people contacted have particular items in their homes; ranges, 
refrigerators, water heaters, etc., of course are commonly in- 
cluded in saturation studies for electric or gas utilities. Opinion 
studies generally are carried out through personal interviewing, 
although some success has been achieved with telephone and mail 
questioning, and in our area of specific interest endeavor or re- 
garding various aspects of utilities’ operations or relations with 
its publics. It is apparent, therefore, that research results yield 
variations of sales communications. 

Such results are useful in pointing out how well the sales de- 
partment has functioned in its power or fuel consumption efforts. 
These results also point out the extent to which advertising and 
public relations work has impressed those who live in the utilities 
area. In addition, the results afford comparison with other meas- 
ures such as manufacturers’ shipments or distributors or dealer 
records. 

In situations involving a utility having multiple divisions which 
co-sponsor the research there is additional use. This is the ob- 
vious one of making direct comparisons between or among divi- 
sions, 

Both individual utility studies, and studies embracing several 
divisions, permit sharp analysis of sales problems for the benefit 
of the sales department in general, and for the benefit of segments, 
or individuals, within the sales organizations. These benefits may 
be brought forceably to the attention of those who need them 
through meetings of varying size—depending upon the nature of the 
message to be delivered. 


*C,. Dorsey Forrest, Director of Research, Ketchum, MacLoed & Grove, Inc. 


558 


as band 


PUBLIC UTILITY MARKETING 359 


In addition to lending guidance to sales control, promotional 
effor: inay be similarly aided by research results. Not only can 
research provide a market picture, it can also lead the way to ef- 
fective sales and advertising approaches through the viewpoints 
obtained in opinion studies. By carefully probing~sometimes re- 
sorting to the more elaborate depth interviewing techniques—much 
meat may be carved out to serve up to the creative promotional 
experts within the sales and advertising organizations in the utili- 
ties or their agencies. Copy themes and broad sales ideas are re- 
vealed when the public is consulted with the proper dexterity. 
Weaknesses and strengths of appliances and utilities themselves 
come forth to provide thought-stimulation for the benefit of your 
own interests—and to the detriment of those ‘‘on the other side’’ 
competitively. 

We are all aware that research is of little or no value unless 
it is put to use. How research can be used is the major purpose 
of this talk. 

With some logic, usage may be divided into two classes: in- 
ternal and external. That is, findings may be used within the util- 
ity—by, and for, the utility itself—-among its own personnel. On 
the other hand, research can be put to use by the utility for the 
education and/or benefit of people or groups or organizations that 
may be only remotely related to or connected with the utility. In 
the fifteen years that Ketchum, MacLeod and Grove, Inc. has been 
providing research service for utilities it appears that there is 
somewhat more internal than external use made of the results. 

Rather commonly, research studies—saturation or opinion—are 
undertaken as the result of a sales department request. Most of 
our studies, I believe, have originated in the sales departments. 
These have all been with gas utilities ranging from Brooklyn Union 
through People’s in Pittsburgh, East Ohio here in Cleveland, out 
to Northern Illinois—to mention a few. Therefore, we shall first 
see what this group can make of the results within the utility itself. 

First, sales personnel obtains an accurate, unbiased picture of 
conditions in the area served by the utilities. ‘‘Conditions’’ may 
include only the extent of ownership of certain appliances that 
contribute to power or fuel consumption. ‘‘Conditions’’ may also 
include attitudes and/or opinions regarding the appliances. 

It should be emphasized that some caution is necessary when 
dealing with the ‘‘creative’’ people. As you may be aware, writers, 
artists, and others in the creative fields are a bit leary of we 
“‘scientists.’’ They do not always understand how we ‘‘numbers 
boys’’ can do anything except hamper their ‘‘creativity’’ with our 
“‘facts’’ and ‘“‘figures.’’ Thus, it is wise to serve our research 
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results with a minimum of statistical dressing. Great strides can 
be made in getting our work accepted—and thus making it useful 
in these kinds of marketing plans and strategy—if the human flavor 
can be preserved. Verbatum conversations—reflecting normal ex- 
pressions—are extremely helpful in this endeavor. 

While in this area of ‘‘internal selling,’’ it might be noted that 
for the sales department to base its plan on research gives ita 
solid footing for its arguments. And, equally important, enables 
it to present a better organized case to management, thus enhanc- 
ing its stature in the eyes of management. The legal, financial, 
and technical minds found in many managements today are gener- 
ally sympathetic to the neatly organized, business-like, document- 
ed presentation of reports, or requests, or proposals. 

Having research results to show management what has hap- 
pened and what is happening in the utilities territory helps keep 
management sold on the desirability and logic of base load pro- 
motion and of public relations efforts. Further, research fre- 
quently influences the initiation of a needed competitive move ata 
date much earlier and more advantageous than might otherwise be 
the case. Then—almost contrarywise—research provides the evi- 
dence that keeps you from changing a sales campaign or copy 
theme just because you, or your department, or your wife are 
tired of it; research makes you realize that the public does not 
hang on your every word, 

Not that we have exhausted the possibility of internal uses of 
research, let’s turn our attention now to ways research can help 
externally. 

Good research, properly executed, that will withstand all chal- 
lenges, provides the needed backing for many situations that utili- 
ties find necessary to present to various ‘“outside’’ groups. A 
research report, written by a research organization, other than 
that of the utility itself, normally gains greater acceptance among 
‘‘outsiders.’’ 

“Outsiders,’’ whom it frequently is desirable for a utility to 
impresg—or even merely to reach! —includes editors, publishers, 
educators, civic leaders, business men’s groups, women’s clubs. 
All of these people are more receptive to research backed by 
presentations than they are to mere utility say-so. Thus, efforts 
to gain understanding—so frequently an essential concomitant of 
completely successful marketing plans—is enhanced by offering 
research evidence beyond question. So frequently editors and 
educators, particularly, acquire viewpoints from sources not ina 
position to know the true picture—and such viewpoints cannot be 
swayed by a mere superficial denial or explanation. Research 
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affords a strong support—albeit not always accepted, but more 
likely to be respected in controversial situations. 

More in the line of normal operations is the effective use of 
research in contacts with manufacturers and dealers. With a 
clear, reliable record of the market situations, realistic and be- 
lievable discussions and recommendations result. It is seldom 
possible for manufacturers and dealers to obtain a penetrating 
measure of the vital details within a utility territory. Generally, 
therefore, a utility’s research report is all that can guide them— 
and your being the provider wins a more receptive audience. 

Most appliance dealers probably should not be thought of as 
“‘outsiders’’ if the most effective relationships with them are to be 
established and maintained. Factual information, resulting par- 
ticularly from saturation studies, can be presented during dealer 
meetings to indicate promotional opportunities. In addition, spe- 
cific points, backed by facts, are available to develop sales em- 
phasis. If the sampling has been planned for the purpose, it is 
possible to bring out particular area problems related to dealer 
territories. This type of pinpointing makes any presentation more 
interesting, more meaningful, and definitely is more effective in 
winning acceptance for recommendations based upon it. 

In somewhat similar fashion, research makes possible more 
effective cooperation with manufacturers. Through saturation 
statistics, the needs insofar as sales efforts are concerned show 
up clearly. Through probing beyond mere census-type research, 
many additional contributions become available. It is not beyond 
hope that vital product improvements may be suggested in such 
contacts with users. 

Let me pull these thoughts together now. 


. Measure sales department performance. 

. Compare division performances. 

Furnish sales approaches—copy themes. 

Enhance stature in eyes of management. 

. Induce counter-competitive activity. 

. Encourage continuation of ‘“‘tired’’ themes. 

. Support position of utility in telling story to outsiders 
who are influential. 

Provide convincing ‘‘arguments’’ in meetings with 
dealers and manufacturers. 


oo 


Whereas we have just summarized some of the beneficial ways 
in which research has been used by some of our clients, the way 
to get maximum guidance has not. It is to establish and adhere to 
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a program of continuing research. Periodically repeating the 
types of studies that have thus far been talked about as individual 
projects, is actually the only way to reap the fullest harvest from 
research. 

Since marketing is so far from the static phase of economic 
life, it is catastrophically short-sighted to believe that a single 
measurement will suffice. So let me leave one final point with you 
in answer to the question form my talk title could take—How should 
you use saturation and opinion research to guide marketing plans 
and strategies? 

I’d like to give my answer in the effective way a leading ad- 
vertiser has been handling a commercial on some very expensive 
television time~—in one word. My one word answer—CONTINU- 
ALLY! 


C. LISTEN—When the 


Customer Speaks 
C. T. Shoch* 


Introduction 


ISTEN—When the Customer Speaks! 

The ability to Listen is no lightly-regarded accomplishment 
in marketing circles. This group would perhaps also agree that 
full consideration of customer motivation is the starting point for 
developing the potentially most successful promotions. 

Hence, the title of this discussion needs an immediate sequel, 
and I hope to show you before we have concluded that the title has 
already been expanded in our case to ‘‘Listen—When the Customer 
Speaks, and Take Prompt, Effective Action.’’ 

As Mr. Platt mentioned, this discussion will be a case history 
of an opinion survey. You can therefore expect it to be replete 
with the figures and graphs that are the stock-in-trade of the an- 
alytical mind. Although our opinion survey is of a general nature 
we will do our best to interpret the results in terms of your most 
pressing needs. That should not be too difficult because, after all, 
any facet of customer opinion should reflect something of use to 
the marketing specialist. 

Our interests in our more than 700,000 customers go in many 
directions. In our efforts to do justice to the opportunities these 
interests provide we have developed a sort of 3-part operation, 
aimed at obtaining optimum customer-company satisfactions. Part 
1 is the Customer Opinion Survey which is our discussion target 
today. This is our reconnaissance medium. 

No less important, however, are the other two parts. Our Cus- 
tomer Contact Study, for example, builds upon the general anony- 
mous information provided by the Survey to the point where we 
learn exactly the who, what, where and when of customer satisfac- 
tion and dissatisfaction. Briefly, this bird-dog activity tests the 
effectiveness of our practices and procedures as_ applied 


*C. T. Shoch, Customer Relations Coordinator, Pennsylvania Power & Light Co., 
Allentown, Pa. 
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individually in the more than five million instances of customer 
contact each year. This Study has become a very potent tool for 
encouraging customer-oriented performance on the part of field 
employees. 

To prepare our employees for customer-oriented performance, 
we operate a Customer Relations Training Program. More than 
3,000 of our employees who have customer contact opportunities 
are included. They meet monthly in small groups to discuss the 
‘thow’’ of customer contact work, based largely on what has been 
learned from our own customers through the Opinion Survey and 
the Contact Study. This training effort, too, is a major develop- 
mental activity for contact employees. 

These three operations are made to fit a common purpose— 
that of achieving Better Customer Relations. And you will dis- 
cover as we move along that customer acceptance in many phases 
of the Company’s work are accommodated. For example, our 
commercial interests are given vital direction. Operations are 
similarly guided. Engineering, finance and legal phases receive 
their cues. In fact, the whole Company is in a better position to 
meet its customer acceptance responsibilities. 

I regret that setting the stage for the discussion of our survey 
operation has taken so much of our limited time. I hope you will 
agree that it was a necessary adjunct to an integrated understand- 
ing. Just one more background detail remains, 

This is our geographical location, an area containing the home 
plants of many industries and the decentralized off-shoots of many 
others. It has its distressed areas too, with high unemployment 
in the hard coal fields. Rich farmlands and mining areas alike 
support many small communities. There are no large cities, by 
your standards, in this 10,000 sq. mi. area. 

This total service area is divided into six Divisions for com- 
mercial administration. 


Summary and Conclusion 


This, you can appreciate, has been a high-spot review. Our 
1959 Survey material has already been expanded into detailed dis- 
cussion and easel chart preparation for presentations in the 
training program. We are already about halfway through that 
activity. 

More will be done with the data in the form of designing special 
value-of-service presentations, for use with customers in loca- 
tions where high degrees of dissatisfaction exist. 

Tests of this nature take time, and circumstances seldom stand 
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still long enough to permit the confirmation of detailed applica- 
tions of the survey data. However, the survey tells us the general 
direction of customer interest, and we know that if we go generally 
in that direction, our shotgun efforts cannot miss. 
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U. S. DEFENSE MARKETS 


A. Analysis of Military Markets 
with Special Emphasis 


on Air Weapons 


Dr. Murray L. Weidenbaum* 


I. THE CHARACTERISTICS OF THE 
MILITARY MARKET 


HE military forces constitute the largest single customer of 

American business today. Purchases by the Department of 
Defense currently account for almost one-tenth of the total output 
of our economy. 

In addition to its size, the military market is characterized by 
volatility, technological advancement, long-run nature, and budg- 
etary control. 

I should like to present an approach to military market re- 
search, in the light of the problems and factors I have referred to. 
It rests on an unpatented blend of statistical data, historical re- 
lationships, heroic assumptions, and a sufficient mixture of past 
boners and good guesses usually referred to as experience. 
Although much of the ensuing section rests on materials prepared 
at the Boeing Airplane Company, it is not intended to present an 
official corporate forecast. 


Il. AN ANALYSIS OF THE MILITARY MARKET 


The following analysis of the military market is developed in 
three stages: 


1. A projection of the overall level of economic activity. 
2. A forecast of the total military budget on the basis of 
the economic projection. 


*Dr. Murray L. Weidenbaum, Product Economist, Boeing Airplane Company. 
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3. An allocation of the military budget, particularly of 
those areas of major interest to the aircraft industry. 


The Economic Projection 


The long-term ability of a Nation to sustain a defense effort 
depends upon the growth of the economy and the share devoted to 
military needs. Hence, the economic forecast is the starting point 
for the analysis. 


CHART 1 
GROSS NATIONAL PRODUCT AND DEFENSE 
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Chart 1 shows a forecast of the long-run trend of the American 
economy, as measured by the Gross National Product. GNP is 
estimated to rise to a level of 872 billion dollars in 1975. The rise 
in GNP results from increasing population and labor force, mount- 
ing research and development programs, and expansions in output 
per man-hour (productivity). The implicit four per cent average 
annual rise in GNP would permit expansions in each of the major 
segments of the economy: consumer purchases, business invest- 
ment, and governmental military and non-military expenditures. 
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Total Military Budget 


Since the end of the Korean fighting, military spending has been 
rising at a slower rate than the economy as a whole. The respon- 
sible factors include the slowdown of the pace of military mobil- 
ization which occurred at the termination of the Korean War and 
the periodic ‘‘economy’’ drives. The projection shown on Chart 1 
is based on an estimate that total military spending will decline 
from nine per cent of GNP in 1958 to seven per cent in 1975. This 
estimate is predicated on such assumptions as a continuation of 
international tensions (cold war), but no actual ‘‘fringe’’ wars in- 
volving U. S. military forces. 

On this basis, an absolute rise is projected in military spend- 
ing, from 39 billion dollars in 1958 to 63 billion dollars in 1975. 
This is intended to be a realistic evaluation, not an estimate of 
the maximum military spending possible in a cold war period. 


The Budgets of the Services 


Essentially, three major customer groups create the demand 
for military goods and services—the Air Force, the Army, and the 
Navy. Each of the three services has been assigned specific roles 
and missions and, each therefore, has a different set of require- 
ments. 

In the period since Korea, the Air Force has supplanted the 
Army as the largest military customer. This shift is evidence of 
the increased emphasis being placed on strategic weapon systems, 
rather than tactical warfare programs involving masses of men 
and conventional land equipment. Combined Army and Navy ex- 
penditures were down from 66 per cent of the military budget in 
1952 to 51 per cent in 1958. 

The projection in Chart 2 assumes continuation of the current 
roles and missions of the three services, with the Air Force 
primarily responsible for strategic and space programs. On this 
basis, there would be long-run increases in expenditures for all 
three services, with the fastest growth in the Air Force, from 18 
billion dollars in 1958 to 32 billion dollars in 1975. 

The expenditures for the Army and the Navy are expected to 
constitute a declining portion of the military budget, a continua- 
tion of the post-Korean trends. In absolute terms, Army expend- 
itures are projected to rise to 13 billion dollars in 1975 and that 
of the Navy to 16 billion dollars. 
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CHART 2 
TOTAL DEFENSE EXPENDITURES, 1951-1975 
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Military Product Categories 


For market research and other analytical purposes, military 
programs are usually classified into six major product categories: 
procurement of weapon systems, research and development, op- 
erations and maintenance, construction, military personnel, and 
the inevitable miscellaneous group. This classification, used in 
Chart 3, is based on official budgetary and military sources.},2 

Procurement programs consist primarily of production and 
purchases of military weapons, such as aircraft, missiles, ships, 
tanks, and electronic systems. Military procurement in 1958 
amounted to 15 billion dollars, 38 per cent of the defense budget. 
The projection assumes that the upward trend of procurement will 
continue, as individual weapon systems become more complex and 


1. The Budget of the United States Government for the Fiscal Year Ending June 
30, 1960, Washington, Government Printing Office, 1959. 

2. Office of the Assistant Secretary of Defense (Comptroller), Monthly Report on 
the Status of Funds by Budget Category, EFAD-350 (the most comprehensive recur- 
rent source of information on military spending). 
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CHART 3 


EXPENDITURES BY MAJOR 
DEFENSE CATEGORY, !95!-I975 
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costly. Missiles and jet aircraft have replaced more conventional 
weapons and expansions in space programs are in the offing. 
Over-all, the procurement category is expected to retain approx- 
imately the present proportion of the military budget. Subsequent 
charts analyze this category in greater detail. 

The research and development category covers the early stages 
of the weapon creation cycle. The dividing line between the R & 
D stage and the procurement stage varies over time, by service, 
and by weapon system. We have used here the ‘‘old’’ concept of 
R & D (based on the 1959 and preceding budgets). The ‘‘new’’ 
concept (first used in the 1960 budget) is somewhat broader in that 
it includes procurement of vehicles for test and evaluation. 
Historical data are only available on the ‘‘old’’ concept, another 
source of difficulty for the market researcher. 

R & D expenditures currently run at about two billion dollars 
a year or five per cent of the military budget. The greater part 
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of the work is performed under contracts with industrial and re- 
search organizations, including universities. Sizeable activities 
are also carried on in the research, development, and test instal- 
lations operated by the military services. 

The R & D category is projected to increase rapidly and to 
obtain a larger proportion of total military expenditures in the 
future, as a greater portion of the total cost of the weapon creation 
cycle occurs in this stage. 

The maintenance and operation category covers the pay of 
civilian employees of the military establishment and consumption- 
type outlays, not covered under procurement. Purchases from 
private business are mainly petroleum, oil, lubricants, spare 
parts, and medical and other organization equipment and supplies. 

Operating expenses of this nature totaled nine billion dollars 
in 1958, 23 per cent of total military expenditures. The projec- 
tion assumes that this category will receive in future years a 
Slightly declining proportion of the military budget, a continuation 
of the trend toward emphasis on development of new weapons. The 
absolute amount of expenditures in this category is shown to 
increase as the inventory of military weapons increases in 
complexity and, hence, in operational demands. 

Military construction programs cover air fields, missile- 
launching sites, navy yards, and troop-training facilities. Ex- 
penditures in this category were about 1 3/4 billion dollars last 
year, or four per cent of total military spending. Construction 
outlays are expected to rise absolutely as well as proportionately, 
with the growing importance of the ground environment of missile 
and space programs. 

The military personnel category covers the pay, subsistence, 
and related outlays for active duty military personnel. As of the 
end of 1958, the Army had 900,000 men on active duty, the Air 
Force 875,000 and the Navy 833,000. Fluctuations in armed 
strength furnish a key to requirements for food, clothing, and 
similar personnel-related demands. The estimates in Chart 3 
are predicated on a level 2,800,000 armed strength. Important 
changes will occur in the composition of personnel as technical 
requirements for operating future weapon systems increase. 


Miscellaneous 


The remainder of the military budget—about two per cent—is 
devoted to the reserve programs, retired pay, and certain estab- 
lishment-wide activities. 


3. Murray L. Weidenbaum, ‘‘Military R & D,’’ Industrial Science and Engineer- 
ing, April 1959, pp. 28-30. 
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The proportion of the military budget which can be devoted to 
any single major category is limited by competing as well as re- 
lated demands. For example, procurement of a new weapon sys- 
tem usually gives rise to construction of new facilities from which 
to operate it; maintenance and operating costs tend to rise with 
expansions in procurement programs. Also, a balance must be 
struck between outlays to develop new systems and funds to pro- 
duce existing systems. 

The following section of this paper will treat in greater detail 
the market category of major concern to the aircraft industry— 
the procurement of weapon systems. 


Air Force Procurement 


Within the military procurement category, the bulk of the funds 
is devoted to the Air Force. The distribution of Air Force pro- 
curement is shown in Chart 4. 


CHART 4 
AIR FORCE PROCUREMENT EXPENDITURES, 1951-1975 


billions of 1957 dollars 
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Substantial portions of Air Force procurement funds are ex- 
pected to be devoted to manned vehicles—transport, utility, and 
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other support aircraft as well as combat aircraft. Missile outlays 
have been and show all indications of continuing to rise sharply. 
The much heralded point at which missile outlays exceed aircraft 
outlays is still years away. In the future, the distinction between 
aircraft and missiles becomes increasingly blurred, as space 
vehicles are developed. 

The amount shown for electronics rises steadily but not spec- 
tacularly. This covers such electronic systems as the Distant 
Early Warning (DEW) line and the Ballistic Missile Early Warning 
System (BMEWS). Electronic portions of weapon systems are 
shown under either aircraft or missiles. 

The Air Force market can be further classified in terms of 
basic mission categories—strategic (or general war), tactical (or 
limited war), and air defense. For example, the following allo- 
cation of the Air Force combat inventory is planned for 1960.4 


Strategic 43 wings 
Tactical 34 wings 
Air Defense 25 wings 


Much of the information needed for detailed analysis of these 
categories involves classified or proprietary information which is 
excluded from this paper. However, open sources such as Con- 
gressional hearings and trade and technical literature can provide 
substantial amounts of information. 


Navy Procurement 


Three-fifths of the Navy procurement budget is devoted to 
aeronautical products—aircraft and missiles. With emphasis on 
such areas as anti-submarine warfare, the outlays in this category 
are expected to increase (see Chart 5). 

Expenditures for ships and harbor craft account for slightly 
over one-fourth of Navy procurement. This category can be ex- 
pected to increase with the modernization of the fleet and the con- 
struction of Polaris-carrying submarines. Other types of pro- 
curement, such as conventional weapons, are expected to remain 
stable or decline. 


4. Op. cit. The Budget of the United States Government for the Fiscal Year End- 
ing June 30, 1960, Washington, Government Printing Office, 1959. 
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CHART 5 
NAVY PROCUREMENT EXPENDITURES, 1951-1975 
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Army Procurement 


Missile expenditures have rapidly become the dominant element 
in Army procurement. This category rose from about one-fourth 
of the Army procurement budget in 1956 to almost one-half in 
1958, reflecting the sharp shift from artillery to missiles. This 
trend is likely to continue. Aircraft expenditures account for a 
relatively steady ten per cent of Army procurement, with a large 
proportion of rotary-wing aircraft (helicopters) for utility and 
support missions, 

Chart 6 shows the impact of limited warfare on military and 
especialiy Army procurement. The sharp rise from less than 
one-half billion dollars in 1951 to almost six billion dollars in 
1953 occurred primarily in tanks, ammunition, and other con- 
ventional weapons, 


Summary of Market Projections 


The highlights of the preceding projections of the military 
market are presented below: 
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. The trend of military spending will be rising between 


now and 1975, although not as rapidly as the economy 
as a whole. 

Total expenditures for research, development, and 
procurement of new weapon systems are rising faster 
than the military budget as a whole. This trend is es- 
pected to continue. 


. Since Korea, the Air Force has supplanted the Army 


as the largest military customer. With the emphasis 
on strategic and space systems, this trend should 
continue, 


. Air Force missile expenditures are expected to rise 


sharply but not to exceed USAF aircraft expenditures 
until well within the 1960’s. 


. The emphasis in Navy procurement is expected to 


remain on aeronautical products—aircraft and mis- 
siles—but outlays for submarines and other vessels 
will rise sharply. 


. Since Korea, missile expenditures have dominated 


Army procurement, as outlays for artillery and other 
conventional weapons have declined. This situation is 
likely to continue. 
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III. ROLE OF MILITARY MARKET RESEARCH 


Projections such as those contained in Charts 1-6 are designed 
to convey ideas of future trends and relationships and provide 
general orders of magnitude, rather than forecast specific values 
for individual years. Analyses of the military market provide 
necessary background information for management decisions on 
product lines, research and sales efforts, and investment pro- 
grams. The utilization of market research data is a function in 
good measure of management’s acceptance of and confidence in the 
market research activity. 

Market projections generally depend on the validity of the as- 
sumptions made and the data used. However, military market 
research is a relatively new branch of marketing. Much additional 
work needs to be done in (1) developing adequate data, (2) design- 
ing improved forecasting techniques, and (3) making detailed anal- 
yses of the basic building blocks of the military market—specific 
weapon systems (ICBM’s, nuclear aircraft, etc.) and major sub- 
system components (propulsion, payload, ground support, etc.). 

A major advance would be made with the preparation of detailed 
historical data so that trends and relationships could be more 
adequately determined. 

To the writer, the military market research field is a rather 
unique combination of marketing, economics, and technology. It 
will develop only as we take the pains to utilize with increasing 
intensivesness the knowledge and methodology made available by 
each of these component areas. 


B. The Electronics Defense Markets 
kK. L. Baker* 


HE electronics market, especially the military market, is the 

most vital in today’s economy. The military market is dy- 
namic. New developments follow upon one another with startling 
speed, and military demand keeps the process going. 

To find the fundamental relations and to determine within rea- 
sonable limits the size and direction of growth of the military 
market is our problem. The military market canonly be delimited 
by assessing the various factors which dominate the defense pos- 
ture. Some guideposts are available, but their use involves judg- 
ment and experience. Understanding of the political, economic, 
and military views of the potential threat, and our objectives are 
basic in this process. 

The position of the Joint Chiefs of Staff ultimately determines 
the level of military production of U. S. industry. This outlook for 
national security is eventually translated into procurement of the 
hardware and services which guarantee fulfillment of U. S. mili- 
tary commitments. In their view of the major threat is Commu- 
nism and Soviet military power. The U. S. answer is the applica- 
tion of the proper amount of power in the right place at the right 
time. 

Ideological, economic, political, and military power con- 
stitute one coordinated force for Communist activity. The current 
negotiations at Geneva provide an excellent example of the diffi- 
culty of negotiation with people who equate ‘‘peace’’ with “warfare 
short of hostilities.’’ Since 1955 the Sino-Soviet Bloc has pro- 
vided economic and military aid of at least $2.5 billion to strategic 
undeveloped countries. Political and economic probing will con- 
tinue. 

Some of the military facts which are known indicate the magni- 
tude of the Soviet strength. The Soviet Army of about 2 1/2 mil- 
lion men is divided into 170 divisions, and is equipped with modern 
weapons. Rockets with atomic warhead capability are available 
for support, and the entire army is highly mobile. 

The Soviet Navy, the world’s second largest, has available 
about 28 cruisers, 150 destroyers, 450 submarines, and 3,000 
aircraft. The USSR has no aircraft carriers. 


*K, L. Baker, Military Economist, Marketing Data Department. 
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The Soviet Air Force numbers between 10 and 15 thousand 
tactical aircraft. The strength of the Soviet bomber force is con- 
centrated in medium range rather than in long range bombers. 

The USSR has ballistic missiles in various stages of develop- 
ment. Khrushchev has stated some to be in “‘serial’’ production. 
We know how many the USSR could have—but not how many it has. 

The U. S. does not attempt to match any Nation in producing 
any single item of military hardware solely for the purpose of 
comparison, nor do we maintain any single force without measur- 
ing its contribution to our overall military force. Our military 
posture must be designed for—and adequate for—the execution of 
our own national policy. If an attack is launched against the United 
States, our forces will provide a wide mix of weapons strategically 
positioned and designed to react from different sectors. In the 
period 1959 to 1962 these will include ICBMs and manned bombers 
from the United States; manned bombers from overseas bases; 
IRBMs from overseas bases; deployed tactical missiles of our 
Army, Navy, and Air Force; missiles from our submarines at 
sea; and the contribution to be made by our atomic-capable Tacti- 
cal Air Force units and Attack Carrier Striking Forces deployed 
in strategic areas. 

The apparent U. S. answer to existence of high power weapons 
(thermonuclear weapons), high speed delivery systems (missiles), 
and the need for flexible decision making (strategic and tactical 
actions) is through the development of unified and specified com- 
mands married through a more powerful Joint Chiefs of Staff. 
The President has stated that: 


‘Strategic and tactical planning must be completely uni- 
fied, combat forces organized into unified commands, 
each equipped with the most efficient weapons systems 
that science can develop, singly led and prepared to fight 
as one, regardless of Service.’’ 


A breakdown into defensive and offensive systems helps to in- 
dicate those trends and problem areas where the contribution of 
the electronics industry can be most rewarding. Defensive sys- 
tems for air, sea, and ground elements must guarantee that any 
attack will suffer losses of an unacceptable degree to potential 
enemy commanders. 

U. S. Air Defense systems reflect this concept and future pro- 
curement may be expected to follow the concept further. The Air 
Force has received no funds in the 1960 budget for fighter air- 
craft. Concurrently, purchases of elements for close and mid- 
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range air defense missiles will continue to rise. The original 
NIKE system is being replaced by the Hercules, and that will be 
replaced by a Zeus type system. This will be supplemented by 
Hawk, which recently demonstrated its high altitude capability, 
although originally developed as a low altitude defense system. 
For longer range air defense the Air Force will probably make 
use of some type of F-108 aircraft. 

Measured in terms of continental defense, it is likely that de- 
fensive missiles will combine with high performance fighters 
through 1965. Thereafter, the defensive missile will become the 
dominate weapon, especially as altitude and range increases 
through 1970. 

Warning networks must be increased in scope, speed, and re- 
liability in order to meet the needs of continental defense. Sur- 
veillance vehicles will be needed by 1963 to cope with the multi- 
plicity of forms of attack. A close warning net must have the 
capability of detecting undersea approach, as well as airborne— 
either missile or aircraft. 

Commitments to Allies will affect the defense posture as well. 
NATO, which geographically sits under the gun with minimal dis- 
tance and warning time from Eurasian attack, must be associated 
with longer range defensive and warning nets. By 1965 new sys- 
tems of communication and defense will be required. A shield or 
deflection system against missiles must be developed to make 
losses from initial attack sustainable. Point defense may not be 
satisfactory for all areas subject to attack. 

Briefly, the defensive systems must have the benefit of in- 
creased research and development in order to obtain the minimal 
defense standards required after 1965. 

Offensive systems will continue to reflect the presumption that 
the U. S. will not start hostilities, but will follow its traditional 
view of counterpunching. In order to survive the first blow, the 
offensive systems will continue to rely on dispersal and secrecy 
through 1970 as the primary method of protection. The retaliatory 
concept implies quick reaction time for offensive forces. As 
missiles systems improve in reaction time and reliability of hit- 
ting the target the manned bomber will be replaced. Through 1965 
the primary U. S. offensive system will be a mixture of manned 
bombers and missiles. Thereafter, it is expected that missiles 
will assume the strategic offensive role almost completely, while 
the manned bomber shifts to a tactical role at a constantly accel- 
erating rate. A 100 per cent air alert for SAC has been estimated 
at $1 billion annually in cost. Adequate reaction time and defense 
for the SAC forces must compromise with this cost. 

The offensive system must overcome human and system unre- 
liability, and more important, enemy defense systems. To that 
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end, the missile system must include sufficient birds to guarantee 
delivery of the desirable kill level on target. To avoid the For- 
tress America concept becoming too stultified, flexibility must be 
maintained by continued development of mobile offensive systems. 
These systems can use both the seas and space for the extension 
of U. S. power to enemy areas. 

Maintenance and repair while not part of the regular production 
and procurement elements in the military budget constitutes an 
ever increasing area for observation by industry. As the com- 
plexity of warfare increases each individual soldier will probably 
have to carry his own environment with him, each ship will have 
to be an entity unto itself, and in the field of missiles, detection, 
and communications we find that an increasing amount of electron- 
ics will be involved. When translated into the area of operations 
and maintenance we find that there is anincreasing market through- 
out the period through 1970 where electronics plays a major role. 
Replacement of tubes, entire elements of equipment, and the 
specialized use of communication and detection demand that this 
sector receive more and more attention. We believe that the 
funds available for expenditure in this area will climb from $850 
million over the next ten years to nearly $2 billion. 

Research and development has now been combined with test 
and evaluation in the federal budget. This may serve a good pur- 
pose in the future because in the past there has been so much con- 
fusion between research conducted out of procurement funds~—and 
procurement conducted out of research funds. We hope that this 
new category of research, development, test, and evaluation will 
come to have definitive meaning that will enable the marketing 
analyst to determine where best his company can gain business, 
As techniques of warfare become more complex, we find need for 
greater expenditures on basic research and other areas related to 
military development. We believe that the R & D category will 
rise from the 1959 figure of something under half a billion dollars 
to about 2.8 billion about 1970. Especially as military space ac- 
tivity grows toward the end of this decade we will find larger and 
larger amounts expended in this area. 

What is the essential meaning of the military market? In the 
first place it represents to industry, a potential $40 billion plus 
market. In terms of electronics for 1959 alone it represents 
$5 1/2 billion and by 1970 we believe it will reach nearly $12 1/2 
billion. Fifty-two per cent of factory sales in electronics in 
this country are currently going to the military. Depending on the 
development of consumer, and industrial, as well as replacement 
markets it is possible that by 1970 the military portion of elec- 
tronics will be on the order of over 60 per cent. Although this is 
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a point to be given very careful consideration by management, it is 
not wholly bad. We believe that the military is going to be with us 
for a long, long time to come and that it is a permanent way of 
doing business for the future. 

Another benefit accrues to industry out of the research and 
development which is related to military progress. So many ap- 
plications to the civilian market have evolved from military de- 
velopments. Miniaturization which started off many years ago as 
part of the VT fuse has now become commonplace in the U, S. 

Our biggest difficulty is determining: ‘‘What is the electronics 
market?’’ Electronics has invaded so many fields that formerly 
were the exclusive area of other industries that it is now difficult 
either to define or to delimit the area in which electronics should 
be confined. Certainly no air defense system can possibly operate 
without electronic data processing, nor can a sonar system oper- 
ate without changing the sound waves from the water into electro- 
magnetic waves for use in some type of reading mechanism. In 
the same way a totally passive infrared system may border on the 
electronic, or be merely a simple experiment in basic physics. 
These complications have resulted in considerable confusion as to 
just what is meant by the electronics market. EIA is attempting 
to define this area. Over the next six months, we hope to come up 
with a much better answer, but for the present we can only list the 
products which are so closely associated with weapon systems and 
weapons development that they inherently have the attributes of an 
electronic system. 

Missiles certainly are the most glamorous military develop- 
ment of our era, and cannot be completely divorced from our step 
into space. In fact, our growing capability in space is based upon 
nearly 15 years operational experience in the development of 
missiles. Because space is so important I would like to review 
very briefly some of the things that we believe will occur in space 
over the next few years. First the space research and develop- 
ment, and the services required of American industries during the 
next decade will not generate the classical heavy industry. Rather 
it will result in a new combination of electronic, atomic, and 
chemical industries which will evolve to consume relatively small 
amounts of raw materials while producing in limited quantities 
various end items. Under such circumstances we will experience 
dramatic changes in factory flow concepts. Flexibility will be the 
dominant characteristic of the assembly line as management is 
called upon to accommodate changes in requirements. Because the 
output of space vehicles will be measured in the dozens rather 
than in the hundreds it is doubtful whether the assembly line tech- 
niques associated with mass production in this country will be at 
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all applicable in the space age. The electronics industry will 
probably make its major contributions in the three areas of first- 
design and fabrication of payload, second data acquisition, reduc- 
tion, and transmission, and third guidance and control. It isin 
this latter area that the greatest impact will be felt by the elec- 
tronics industry. Likewise electronic control of this space en- 
vironment when man himself ventures into space will be one of the 
most interesting and one of the most important contributions that 
we as an industry can make. 

As marketing people, our major interest is dollars and cents. 
In those terms, electronics will grow mightily over the next 
decade. Missiles expenditures are expected to increase from their 
present annual rate of about 3.4 billion to some 7 billion dollars by 
the mid-1960’s and probably approach 9 billion by 1970. Aircraft 
expenditure conversely will decline from the current level of about 
7 billion to 5 billion by 1965 and probably even less than 4 billion 
by 1970. We have been talking about space, aircraft, and missiles. 

Let me give you some figures on these developments. The 
total expenditures for missiles, aircraft, and space are currently 
estimated to be $1 billion of which about 3 billion goes for elec- 
tronics, by 1970 the total expenditures for missiles, aircraft, and 
space will be on the order of 14 billion with about 6 billion going 
for electronics. This is an increase in percentage for electronics 
from 27 per cent to 43 per cent over that period of time. In terms 
of what these expenditures mean to the industry, let me put it this 
way. The current electronics portion of space, aircraft, and 
missiles is $3 billion and the total military electronics is about 
$5 billion. However, the total factory sales for the electronics 
industry are now slightly over $9 billion so we can see that about 
52 per cent of everything that is purchased in factory sales is for 
the military. By 1970 the space, aircraft, missiles electronics 
will have doubled to $6 billion out of the total military electronics 
figures of over slightly 12 billion, At that time we estimate the 
total factory sales for the electronics industry will be closer to 
$20 billion. In other words about 60 per cent of all sales will be 
going to the military. You may question the fact that space, air- 
craft, and missile electronics do not seem to rise tremendously 
during this period as a percentage factor. This is easily ex- 
plained. The other elements covered by the military budget are 
increasing at even a faster rate in the adoption of electronics. So 
that aircraft, missiles, and space while being the dominant ele- 
ments in all these figures will actually be increasing at a slower 
rate than will the areas of communications, logistics, personnel 
handling, and other support areas. 
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To bring this into focus let me now make a few remarks about 
the electronics industry itself. Even the 1958 recession did not 
halt the growth of the electronics industry. It slowed the forward 
pace, but not greatly. Last year factory sales reached 7.9 billion 
and represented a gain of 100 million over 1957. Now that was the 
least rise the industry had experienced since World War II with 
the exception of the 1953-54 period. 

We estimate that the total factory electronics sales will rise to 
about $9 billion for 1959. Military procurement will continue to 
maintain its lead in this area, but new gains will certainly come in 
the industrial area as well as in the radio, television, and phono- 
graph area, 

The military purchases of electronic products reached a new 
high of 4.1 billion in 1958 and will approach $5 billion this year. 
As I mentioned the military market today takes 52 per cent of the 
industry sales and 30 per cent of the Department of Defense major 
production and procurement dollars goes for electronics. We be- 
lieve that this percentage will increase in the future. 

The electronics industry is increasing its share of government 
business. This results from a shift in emphasis from aircraft to 
missiles in military procurement. The electronic portion of 
missiles has increased from roughly 306 million to 1.5 billion 
since 1955 and we expect that this figure will reach about 2 billion 
during the fiscal year 1960. A recently completed study by EIA 
indicates that over $100 billion will be available for the military 
electronics procurement throughout 1970. Another EIA study, 
which is now available, indicates that the requirements for NASA 
will be about $4.8 billion in electronics through 1970. That is just 
about 1/3 of the total anticipated requirements for civilian space 
equipment. 


C. Sources of Defense Market Data 


R. B. Whiting* 


Y assignment this morning is to describe the principal Gov- 

ernment sources of unclassified information about the De- 
fense market. You will understand, I am sure, that Iam notina 
position to discuss long-range plans or predictions. 


SOURCES OF DATA ON PROCUREMENT TRENDS 


In discussing sources of Defense market data, I will refer to a 
number of agencies and publications. Copies of a list of these and 
other sources are included at the end of this paper. 

There are two basic sources of data on past and current De- 
fense procurement trends. The first is the Department of Defense 
fiscal accounting system. The second is a statistical record of 
Defense procurement contracts with outside suppliers. 

The Department of Defense Comptroller publishes a ‘‘Monthly 
Report on Status of Funds by Budget Category.’’ This is a com- 
prehensive summary of all Department of Defense funds, and 
Military Assistance Program funds transferred to the Department 
for expenditure. 

The report includes data on funds available, obligations in- 
curred, and expenditures by each military department, on a world- 
wide basis. 

Obligations incurred are the new commitments entered into 
each month for payrolls, services, supplies and construction. 

Expenditures represent the total amount of payments made 
during the period. 

For payrolls, and for off-the-shelf purchases, the obligation 
and expenditure of funds is very nearly simultaneous, 

For major hard goods, construction, and research, obligations 
represent new orders or additions to industry’s backlog, with the 
work in many instances to be spread over a period of a year or 
more, 

There is a certain amount of duplication in the monthly obliga- 
tion figures. This occurs in some cases when one Department 
does the buying for another on a reimbursable basis, or when 


*R. B. Whiting, Economic Advisor to the Assistant Secretary of Defense (Supply 
and Logistics) 
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common-use items are purchased through revolving stock funds. 
Both the reimbursable order placed by the using agency, and 
contract award by the buying agency must be entered on their re- 
spective books as obligations. These duplications are netted out of 
the gross obligations in the budget figures, so that direct or net 
obligation data are available on an annual basis. 

This duplication does not occur in the expenditure data, which 
are on a net basis. The expenditure series includes progress pay- 
ments, which are made at various stages of completion of long- 
leadtime items. The expenditure series therefore can be con- 
sidered to be an approximate indicator of the current volume of 
work on military hard goods, production, research, and construc- 
tion. 

The status of funds report at present shows the data in 36 sub- 
categories and eight summary categories, which are: Military 
Personnel Costs, Operation and Maintenance, Major Procurement 
and Production, Military Construction, Research and Development, 
Working Capital Funds, Reserve Components, and DOD Establish- 
ment-Wide Activities. 

In the Major Procurement category, separate data are shown 
for aircraft, missiles, ships, various ordnance items, electronics 
and communications, production equipment and facilities, and 
other major procurement. 

The appropriation title and budget category structure has been 
revised in the 1960 budget presentations to Congress, and the pro- 
posed changes, if accepted by Congress, will result in some 
changes in the monthly reports. 

There would be six rather than eight summary categories, with 
Reserve Component and Establishment-Wide costs distributed, as 
appropriate, among the other six categories. 

A major change would be the transfer of certain development, 
test, and evaluation projects from the procurement appropriations 
to the newly designated Research, Development, Test and Evalua- 
tion appropriations. Expenditures on the projects to be trans- 
ferred amount to about $240 million in Fiscal Year 1958, $570 
million in 1959, and $800 million in 1960. These data revisions 
have been made and printed in the budget. The budget also shows 
estimates of the development and evaluation funds remaining in the 
procurement accounts, 

Extensive reports showing detail by appropriation title are 
prepared monthly by the Comptroller, primarily for Government 
use, 

Reports on military prime contract awards are a source of ad- 
ditional procurement information, These reports are issued by 
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the Assistant Secretary of Defense for Supply and Logistics, and 
are available in the Central Military Procurement Information 
Office, which is a part of his organization. 

Procurement contracts are obligating documents, but the con- 
tract series differs from the fiscal record of obligations in sev- 
eral ways. 

The fiscal records include the costs of ‘‘in-house’’ production 
and research activities at the Arsenals, Navy Yards and other 
military installations. The contract record, by definition, repre- 
sents purchases of property and services from suppliers outside 
the Department of Defense. 

The contract data are recorded by the purchasing department, 
which in many cases is not the using department. 

The contract data provide a considerable amount of informa- 
tion that is not developed in the fiscal records. Separate data are 
compiled on contracts with Government Agencies, with non-profit 
institutions, with large business firms, and with small business 
firms. 

Special tabulations of contracts larger than $10,000 each, which 
account for 93 per cent of all contract funds, provide data on 
awards in each state and foreign country, awards in officially 
designated labor market areas where there is substantial unem- 
ployment, and awards in each procurement program. The pro- 
gram breakout includes data not only for the major procurement 
categories, but also for 10 categories of predominantly commer- 
cial types of supply, which are not shown separately in the month- 
ly fiscal reports. 

The contract reports of each military department are consoli- 
dated in a quarterly publication called ‘‘Military Prime Contract 
Awards to Small Business and Other Contractors.’’ A brief sum- 
mary report of departmental totals is issued monthly under the 
same title. The monthly report includes separate data on the val- 
ue of experimental, development, and research contract awards fi- 
nanced in all appropriation accounts, and since July 1957, has in- 
cluded data on the non-military Civil Works Program contracts of 
the Army Corps of Engineers. 

We publish two reports which show amounts awarded to indivi- 
dual Defense prime contractors. One of these lists 100 companies 
according to the total value of their military prime contract 
awards. The other lists 500 contractors according to the value of 
their research and development awards. These lists are available 
to the public, primarily as a source of information on subcontract- 
ing possibilities. 


Wie 


| 


U. S. DEFENSE MARKETING 587 


SOURCES OF INFORMATION ON FUTURE 
PROCUREMENT PLANS 


The best source of comprehensive information about future 
military procurement plans is ‘‘The Budget of the United States 
Government.’’ 

The Department of Defense section of the Budget includes a 
description of planned activities to be supported by the requested 
appropriations in each title and budget category. It includes in- 
formation on the composition, organization and equipment of the 
Armed Forces. For each appropriation title, estimated obliga- 
tions are shown in detail by type of activity and by object classi- 
fication. The Budget, issued in January each year, shows actual 
data for the preceding fiscal year and estimates for the current 
and the succeeding year. 

The hearings of the House and Senate Appropriations Com- 
mittees provide a great amount of additional detailed information 
that is not printed elsewhere. The hearings include details about 
Armed Forces organization, operations, new weapons, readiness, 
and procurement and other plans of the military departments. 

The six volumes of the military appropriations hearings of the 
House Committee this year number almost 5,000 pages. The job 
of distilling out the particular information you may want is made 
a little easier by the organization of the hearings into subject mat- 
ter areas, including Policy Statements; Financial Statements; 
Operations of the Field Commands; Manpower, Personnel and 
Reserves; Operation and Maintenance; Procurement; and Research 
Development. The hearings can be obtained only from the Appro- 
priations Committees. 

Other data that are of interest for certain types of analysis in- 
clude a comprehensive report on military and civilian personnel of 
the Department of Defense, and an annual report, in dollar terms, 
on ‘‘Real and Personal Property of the Department of Defense.’’ 
The latter analyzes the $29 billion real property inventory, and the 
$120 billion personal property inventory of the Department. These 
reports are published by the Department of Defense Comptroller. 


PROGRAMS TO ASSIST PROSPECTIVE SUPPLIERS 


The military procurement organization is the prime source of 
information about specific buying plans for individual items. The 
basic policy is to keep an open door to all individuals and organi- 
zations who have the capability and desire to help meet Defense 
requirements. 
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Companies trying to find out how and what to sell to the De- 
partment of Defense will find that extensive arrangements have 
been made to help them. 

The first port of call for the prospective new supplier might 
well be the Central Military Procurement Information Office, in 
the Office of the Assistant Secretary of Defense for Supply and 
Logistics. The job of the Information Office is to serve asa 
guide for businessmen in their dealings with the military pur- 
chasing agencies, and to help identify the offices which buy 
particular products or services. 

About 40 Department of Defense publications are available at 
this office or at the Superintendent of Documents to help prospec- 
tive new suppliers. One of the key documents is a booklet called 
“How To Sell To Agencies In The Department of Defense.’’ 

The booklet includes an extensive list of commodities that are 
purchased in substantial quantities, cross-referenced to about 
550 procurement offices which buy them, 

It includes summary information about procurement organi- 
zations, policies and procedures, types of contracts, standards 
and specifications, inspection, classified contracts, security 
clearance procedures, and subcontracting. 

Further information can be obtained by mail, or by conference 
with contracting officers and other individuals at the procurement 
offices, who are always ready to confer with potential suppliers. 

The procurement offices prepare daily synopses of proposed 
unclassified procurement actions, and of current contract awards. 
The synopses are published and distributed by the Chicago Region- 
al Office of the Department of Commerce. 

The military departments publish indexes of the specifications 
and standards which they use in their procurement. 

Currently, the departments are extending their programs for 
using electric accounting machine methods to file microfilmed 
drawings and plans. This makes the many millions of plans more 
readily available on short notice, and permits broader solicitation 
of companies desiring to bid. 

The procurement offices maintain systematic records of the 
facilities and capabilities of prospective suppliers. In this con- 
nection, work has been started on a plan for coding information on 
research and development capabilities, for punch card sorting. 
This would provide a simplified and flexible means of identifying 
potential contractors in a particular field of interest. 


SOURCES OF RESEARCH AND 
DEVELOPMENT INFORMATION 


Because of the importance of research and development to the 
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Defense program, I would like to remind you of some of the efforts 
of the Department of Defense to inform industry about research 
plans, and results. 

As in the case of other procurement, ‘‘The Budget of the United 
States’’ is a good source of fiscal data on current and future re- 
search and development programs, 

Research and development work in the Army is under the 
supervision of the Army Technical Services. Most of the Navy 
contracts are awarded by the Office of Naval Research and the 
Navy Bureaus. In the Air Force, basic and applied research, and 
initial development, are contracted for by the Air Research and 
Development Command. 

Individuals and organizations who have a contribution to make 
should write to these organizations, which are the sources of in- 
formation about current research requirements, longer range ob- 
jectives, and forthcoming procurement actions. The information 
is made available in documents, and individual interviews, or con- 
ferences with groups of potential contractors. 

The National Inventors Council in the Department of Commerce 
assists the military in its effort to seek out competent research 
and development sources, by giving publicity to technical problems 
that have not been solved. Its publication, called ‘‘Inventions 
Wanted by the Armed Forces,’’ can be obtained by writing to the 
Council. 

The Department of Defense also conducts an organized pro- 
gram to communicate the results of military research and de- 
velopment to industry and the public. The purposes are to pre- 
vent duplication and promote military technology, and also to 
cooperate in the Federal program to provide science and industry 
with technical information that will benefit the entire economy. 

The Armed Services Technical Information Agency collects 
many thousands of reports from military and contractor research 
activities. The Agency catalogs the reports, prints the titles of 
those that are classified, and abstracts of those that are unclassi- 
fied, in a semi-monthly Technical Abstract Bulletin. The Bulletin 
is available to military organizations and to contractors on the 
basis of an established need-to-know in specified fields of in- 
terest. 

The unclassified abstracts are sent to the Office of Technical 
Services in the Department of Commerce. That Agency screens 
and selects for publication about 300 reports each month, on 
military and other Government-financed research projects. Their 
publication, “‘U. S, Government Research Reports,’’ is sold by the 
Superintendent of Documents. The subject matter ranges from 


‘ 


590 MARKETING KEYS TO PROFITS IN THE 1960’s 


Aircraft and Astronomy, through Metallurgy and Nuclear Physics, 
to Psychology and Human Engineering. 

The Agency also publishes a ‘‘Technical Reports Newsletter’’ 
which emphasizes reports of interest to small business; catalogs 
of technical reports; and a Patent Abstract Series, describing 
government-owned patents available for license on a royalty-free 
basis, 

In closing, let me emphasize that it is the established policy of 
the Department of Defense to select contractors for research and 
development work on the basis of their individual capabilities to do 
the job at hand. Capabilities are not necessarily determined by 
the size of the company’s research department. Large organiza- 
tions obviously are required to design and develop complex weapon 
systems. However, there are many other types of projects in 
which smaller organizations participate. 

In Fiscal Year 1958, there were 1,650 military research and 
development contractors with awards of $10,000 or more. Of 
these, 250 were non-profit institutions. Of the 1400 business 
firms, 770, or more than half, had fewer than 500 employees. 
Each year the military finds many new research and development 
contractors, who have not previously done business with the De- 
fense Department. 

About 60 per cent of the planned research and development 
obligations in Fiscal Year 1960 will be used in the areas of mis- 
siles, aircraft, and military astronautics. This leaves more than 
$1 billion of research and development funds for projects which 
represent a wide range of opportunities in other areas. 

The Defense market is a broad and complex subject, and I ex- 
pect that there are many areas of interest that I have not dis- 
cussed. It has been a pleasure to offer this paper, and I hope that 
it suggests some leads on where to look for information, I will 
be glad to try to provide any additional information at my disposal 
which might be of interest to the members of your Association. 


SOURCES OF DEFENSE PROCUREMENT 
INFORMATION 


I, PUBLICATIONS AVAILABLE FROM SUPERINTENDENT OF 
DOCUMENTS, US GOVERNMENT PRINTING OFFICE, 
WASHINGTON, D. C. 


A. Publications of the Office of the Secretary of Defense 


1. How to Seli to Agencies Within the Depart- Price 
ment of Defense $ .40 
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2. Armed Services Procurement Regulation 
(additional charge for revisions) $2.50 
3. Register of Planned Mobilization Pro- 
ducers, March, 1958 1.00 
B. Army Publications 


1. Small Business Specialists and Advisors, 
Department of the Army Pamphlet 
No. 715 


bo 


2. U.S. Army Installations and Major Ac- 
tivities in the Continental United States, 
Department of the Army Pamphlet 
No. 210-1 .20 


3. Index of Specifications and Standards Used 
by Department of the Army 4.00/Yr. 


4. Army Procurement Procedures 
(additional charge for revisions) 3.25 


5. Department of the Army Prime Con- 
tracts of $1 Million and Over 
(Monthly) 2.00/Yr. 
C. Navy Publications 


1. Index of Specifications and Standards Used 
by Department of the Navy - NAVSANDA 
Publication 20.62 4.00/Yr. 


2. Selling to Navy Prime Contractors .30 
3. Navy Procurement Directives, including 
revisions 7.00 
D, Air Force Publications 


1. Index of Specifications & Related Publi- 
cations Issued by the Air Force, sub- 
scription price per yr. 5.00 


2. Air Force Procurement Instructions, 
including revisions 24.00 
E, Other Federal Publications 


1. Index to Federal Specifications 1.50/Yr. 
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2. U.S. Government Purchasing & Speci- 
fications Directory (Small Business 
Administration) 55 


3. The Budget of the United States 
Government 


4, U.S. Government Research Reports 
(Office of Technical Services, De- 
partment of Commerce) 6.00/Yr. 


5. Technical Reports Newsletter (Office of 
Technical Services, Department of 
Commerce) 1.00/Yr. 


*I1. PUBLICATIONS AVAILABLE FROM THE CENTRAL MILI- 
TARY PROCUREMENT INFORMATION OFFICE, OFFICE 
OF THE ASSISTANT SECRETARY OF DEFENSE (S&L), 
ROOM 3E-821, PENTAGON 


A. Publications of the Office of the Secretary of Defense 

1. General Procurement Information on Guided Missile 
Programs and Rockets 

2. Fact Sheet on Guided Missiles 

3. How to Sell to the US Armed Forces in Europe 

4. Monthly Report on Status of Funds, by Budget Cate- 
gory 

5. Military Prime Contract Awards to Small Business 
and Other Contractors (Monthly and Quarterly) 

6. Military Prime Contract Awards to Small Business 


7. Military Prime Contract Awards in Labor Surplus 
Areas (Quarterly) 


8. 100 Companies and Subsidiaries Listed According to 
Net Value of Military Prime Contract Awards 
(Semi-Annual) 


9. 500 Military Prime Contractors Listed According to 
Net Value of Military Prime Contract Awards for 
Experimental, Developmental, and Research Work 
(Annual) 


10. Selected Manpower Statistics, Department of Defense 
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Real and Personal Property of the Department of De- 
fense (Annual) 


12. Semi-Annual Report of the Secretary of Defense 


B. Army Publications 


2. 


Research and Development in the U. S. Army 


Information for Architect-Engineers and Construction 
Contractors (Corps of Engineers) 

Directory of Exchanges - Army & Air Force Exchange 
Service 


Department of the Army Procurement Statistics (By 
Technical Service and Command) (Semi-Annual) 


C. Navy Publications 


2. 


10. 


Navy Small Business Personnel Directory 


The Office of Naval Research Contract Research Pro- 
gram 


U. S. Navy Major Activities in Continental U.S. 
List of Commissioned Officers’ Messes Ashore 


List of CPO Messes & Enlisted Mens Clubs Ashore, 
U. S. Navy 


List of Navy Ships Store Offices and MSTS Exchanges 
List of Marine Corps Exchanges 


Doing Business with the Bureau of Yards and Docks; 
Preliminary Information about Bureau Contracts - 
NAVDOCKS P-302 


Doing Business with the Bureau of Yards and Docks; 
How to Obtain Bureau Contracts - NAVDOCKS 
P-303 


Doing Business with the Bureau of Yards and Docks; 
Performing Work and Receiving Payment Under 
Bureau Contracts - NAVDOCKS P-304 


Department of the Navy Survey of Procurement Sta- 
tistics (By Bureau or Office) (Monthly) 


4. 
6. 
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D. Air Force Publications 

1. USAF Installations in Continental U. S. 

2. Research & Development in the Air Force 
3. Basic Research in the Air Force 
4 


Directory of Exchanges - Army & Air Force Exchange 
Service (Same as B-3 above) 


E. Other Publications 


1. Instructions for Presentation of Items for Considera- 
tion by the Armed Services Medical Material 
Coordination Committee 


III. PUBLICATIONS AVAILABLE FROM OTHER GOVERNMENT 
SOURCES 


A. Department of Commerce, Washington, D. C. Price 


1. Inventions Wanted by the Armed Forces 
(Cumulative and Supplemental Lists) 
(National Inventors Council) 


2. Synopsis of US Government Proposed Pro- 
curement, Sales, and Contract Awards 
(Daily) 
US Department of Commerce Administra- 
tive Service Office, Room 1300 New Post 
Office Building, 433 West Van Buren 
Street, Chicago 7, Illinois $7.00/Yr. 


3. Catalogs of Technical Reports (Office of 
Technical Services) 10¢ to 25¢ 


4. Patent Abstract Series (Office of Technical 
Services) 
(A Revised Series is due July 1, 1959, 
and New prices will be set at that time. 
Former prices: $1 to $4) 


Instrumentation 

Chemical Products and Processes 

Food Products and Processes 

Metal Processes and Apparatus 

Electrical and Electronics Apparatus 
Ordnance 
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g. Ceramic, Paper, Rubber, Textile, 
Wood, and Other Products and 
Processes 

h. Supplement 


5. Technical Translations (Semi-Monthly) 
(Office of Technical Services) $12.00/Yr. 
B. National Science Foundation, Washington, D. C. 
1. Federal Funds for Science (Annual) 


2. Scientific Research and Development in American In- 
dustry (Annual) 


3. Scientific Research and Development in Colleges and 
Universities (Annual) 


4. Advisory and Coordinating Mechanism for Federal 
Research and Development 


5. Reviews of Data on Research and Development (Spec- 
ial Bulletins) 
C. Small Business Administration, Washington, D.C. 
1. List of SBA Publications (Form SBA-115F) 
2. ABC of Selling to the US Government 
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